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PREFACE (1986) 


This study on the probable impact on Canada of freer 
trade with the United States draws on an analysis of Statistics 
Canada trade data for the years 1978 and 1983. The study was 
completed by Professor Gilbert Winham in April 1985. It resulted 
from research carried out earlier during the period when he 
served as Research Coordinator for the section on Minternational 
Political Economy" with the Royal Commission on the Economic 
Union and Development Prospects for Canada, chaired by the Hon. 
Donald S. Macdonald. In this study Professor Winham was assisted 
by David Black, Diane Burrows, Kenneth Huffman and Peggy Ann 
Wall. 


The Canada-U.S. Sectoral Trade Study was not published 
by the Royal Commission, although some copies were released in 
September 1985 to accompany publication of the Royal Commission's 
Report. The Centre for Foreign Policy Studies is pleased to have 
the opportunity to make the study more widely available through 
distribution in its monograph series. It will be a valuable 
contribution to the continuing public debate on Canadian-American 


trade relations. 


Robert Boardman 

Director 

Centre for Foreign Policy 
Studies 

June, 1986 


PREFACE (1985) 


In ‘the. falil to faeioGAeeetne FROValeeGOmMmmiss 10 Nnw0 neon 
Economic Union and Development Prospects for Canada was 
intensively reviewing Canada's trade options as part of its 
mandate to report on Canada's prospects. Commissioners had 
available a wealth of material from the research program of the 
Commission as well as from other researchers, governments and the 
private sector. Much of this research is at the aggregate and 
theoretical level. 

Commissioners believe that governments and the private 
sector require a basis for common understanding of the possible 
impact of freer trade at the sectoral level as well. At that 
time there was no consistent evaluation of freer trade sector by 
sector. The Commission asked staff to take the first steps on 
such a course and in doing so to encourage both governments and 
the private sector to initiate their own work in this area which 
would be critical to a successful outcome to any discussions with 
the United States or with other countries on a multilateral 
basis. 

This study under the direction of Professor Gilbert R. 
Winham, Department of Political Science, Dalhousie University 
served as background to the Commission's deliberations on the 
sectoral impact of freer trade. Although not formally part of 
the published research program of the Commission, we are making 
it available to the public as resource tool in the ongoing 
discussion on Canada's trade options. The views presented in 
this study are those of the authors and do not necessarily 
represent the Commission. The Commission has addressed these 
questions in Part II of its Report. 

Alan Nymark 

DimectonsO near odicy 

Royal Commission on the 
Economic Union and Development 
Prospects for Canada 


September, 1985 
vi 


ACKNOWLEDGEMENTS 


ELNisSeesLuay ewaSe initiated sand darectedaby Professor 
Gilbert R. Winham, Department of Political Science, Dalhousie 


University. 


Sector studies were researched and written by David 
Black, Diane Burrows, Kenneth Huffman and Peggy Ann Wall. 


Tabular data was prepared by Kenneth Huffman. 


Advice and assistance was received from Andrew Moroz, 
Hsataiet Uc Comic Ol mmerue Ss ©) di) Cl) O Neh U Oilel iC tO CYy.2 0G Kererel Nica Visi0 ne 
Business Council on National fssues; and Victor L. Clarke and 
Roderick Hill, Royal Commission on the Economic Union and 


Development Prospects for Canada. 


vii 


INTRODUCTION 


Trade relations with the United States has been a recurring and 
controversial political issue in Canadian history. Recent domestic and 
international events have once again fuelled a debate over the current 
terms of trade between two countries. As a subject of national 
discussion, it was inevitable that Canada-U.S. trade would be examined 
by the Royal Commission on the Economic Union and DeVETORReAE Prospects 
for Canada. Clearly it was desirable that any such examination should 


be informed as much as possible by current facts and statistics. 


The purpose of this study was to assess the probable impact on 
Canada of freer trade with the United States. In this study we have 
attempted to: (i) disaggregate trade into readily-comprehensible 
sectors and sub-sectors; (ii) assess the level of existing protection, 
particularly on the Canadian side, that would be reduced if freer trade 
were achieved; and (iii) evaluate the probable impact of freer trade, 


sector by sector. 


The study sought to avoid duplicating other research. Analyses of 
the impact of freer trade have been conducted by private economists, but 
these have been more theoretical than this study. Conversely, 
departments of the federal government have produced studies of Canadian 
industrial sectors, but these have not emphasized Canada-U.S. trade. 

The focus of this study was to examine trade impacts at the same level 
that governments often negotiate trade policy, namely, at the level of 


the sector. Our aim was to demystify the issue of freer trade, and to 


move the discussion as much as possible from the realm of the abstract 


and the speculative to the realm of the concrete and the probable. 


It must be stressed that this study is a first step in analyzing 
the sectoral impact of free trade. Much of the analysis is based on 
existing data resources of Statistics Canada, and on interviews with 
representatives of organizations who themselves have only recently begun 
to study the impact of free trade on their sectoral interests. 
Occasionally, perceptions of the same sector differ considerably among 
individuals and organizations. The sector analyses reflect current 
thinking on freer trade, which we discovered is not, as yet, very far 
advanced. This information has been distilled and compiled in 
reasonably succinct form, and supplemented by a comprehensive computer 
run of Canada-U.S. trade statistics over the last five years. Further 
work needs to be done, which because of its technical nature is best 
accomplished by a formal task force in the federal trade bureaucracy. 
What exists here is a preliminary attempt to address some of the 
issues. Hopefully this study will help to focus discussion and provide 
an initial analysis of some of the important probable effects of freer 


trade. 


Further analysis of this issue in Canada is an immediate need as 
the U.S. is, in some ways, ahead of Canada in comprehensively assessing 
the impact of, and interests at stake in, free trade. Specifically, the 
U.S. International Trade Commission (ITC) has already held hearings at 
which it solicited the views of American industry on the possibility of 


free trade with Canada, and it is required to make a recommendation on 


this subject to the U.S. administration. Canadians cannot afford 
complacency--we should have a clear and confident understanding of 
Canadian interests both for and against free trade before negotiations, 


should they be forthcoming, begin in earnest. 


Methodology 


For purposes of this study, it was necessary to categorize trade 
into sub-divisions. It was only by looking at sectors and sub-sectors 
that we can begin to assess the impact of free trade as it would affect 
Canadian industries, workers, and communities. The term "sector," which 
is commonly used in negotiation, has no fixed meaning. Its meaning 
ranges from a formal statistical aggregation to a marketing concept, and 
even to a very temporary category used in the context of a specific 
trade negotiation. For example, the U.S. has suggested the inclusion of 
the cosmetics "sector" in discussions of free trade with Canada, but 
this grouping is not recognized in any of the statistical compilations 
of Statistics Canada. Statistics Canada compiles a useful aggregation 
of 20 manufacturing groups, but data collected according to these 
categories does not provide current information on Canadian duties. As 
a result it was necessary to compile our own sector aggregation, using 
our common sense to categorize like things with like. The results of 
this aggregation are found in Table 1, which provides figures on 
Canada's trade with the U.S. and other nations for the years 1978 and 


1983. 


One of the major goals in compiling sector aggregations was to 


define categories which would collectively account for all trade, and 


ce jee 


which could be used as the basis for computer computation of sectoral 
and aggregate trade balances with the U.S. and with the rest of the 
world for the five-year period from 1978 to 1983, as well as average 
duties. The results of the computer run, undertaken by Statistics 
Canada, are illustrated in Table 1 and in the tabular data in the 
studies which follow. To facilitate this exercise, our sector 
definitions had to be based on one of the two standard classification 
systems used by Statistics Canada. We chose the commodity-based 
Canadian International Trade Classification (CITC) classification, as 
opposed to the often-used SIC industry-based classification, for two 
reasons. First, the CITC codes facilitated comparisons of average 
tariff rates in the various sectors and sub-sectors, whereas SIC data 
did not. Second, CITC classifications promised a more valid sectoral 
comparison of 1978 and 1983 data. Whereas CITC-based statistics account 
for total trade in a given commodity, the SIC statistics account for 
trade by industry and hence by a reckoning of companies in that 
industry. However, industry composition can change over short periods 
of time because of shifts in corporate ownership and in the products and 
activities of corporations. For example, CIPA Lumber Co. Ltd. was 
reclassified from the wood sector to the forest industry under the SIC 
system after it amalgamated in 1980 with Q.C. Timber, in spite of the 
fact that its product did not change. Similarly, Consolidated Foods 
Corporation of Canada amalgamated with Fuller Brush, resulting in its 
reclassification from food to electrical products. The anomalous 
industrial comparisons which such shifts in ownership and product mix 


create over time are avoided by using commodity-based statistics. 


=t6 Pe 
Table 1 


Canadian Trade Balances by Sector 1978 and 19831 
$ Canadian Millions) 


Canadian Exports Canadian Imports Balance of Trade 


1978 1983 1978 ee 1902 ae | EIR ES 1992 
us: OODLE He EVEtHned R.O.W. eSemEReONWS 
9(1-5)} 19(2-6)}11(3-7)| 17/4-5) 

Agriculture and 
Food Processing 3,249 1,980 | 6,907 res NW EG 2,493 | 2,062 a 15513 mere 4, R45 
Fish and Fish 
Products 
Sundry Crude & 
Fabricated 
Materials, n.e.s. 1,031 1,026 (551) (560) 


Metals & Minerals} 5,301 | 3,470 ae Tea | 1,509 | 4,791 | 2,056 | 2,614 | 1,961 | 2,674 2,778 | 


Textiles, Clothing 
and Footwear 217 252 408 1,508 1,200 | 2,482 (691) {(1,256) (792)| (2,176) 


Chemicals & 

Petrochemicals 1,587 2,908 | 1,663 2,063 Sho btel/ |) Sby2Waal (477) (#79) 
Machinery and 

Equipment W725 2,471 1,070 N29 ail SS Ome (eseso) (479) | (2,820) (395) 
Automotive 

Products 11,558 | 1,021 {20,986 12,091 | 1,219 {16,916 | 2,334 (533) (197) | 48,70 {{1,6Nn) 
Urban 

Transportation 

Ocean and Marine 

Industries (933) ( 32) (419) 


Electrical 
Machinery and 
Equipment 1,504 2,127 688 ae 266 \ ean (1,614) (495) eae 


Scientific and 
Medical Equipment 
1,346 (562) C92) (15052) 1 (179) 


Products 

Other End 

Products and 

Special 

Transactions 702 1,913 501 1,746 1,148 {(1,043){ (537) |(1,024)| (647) 


Total 3- All | 
Sectors 37,372 {15,811 |66,333 |24,631 {35,433 asers_ [54,109 21,483 | 1,939 | 1,136 [12,229 | 3,148 | 


1 Data supplied by Statistics Canada, External Trade Division. 


Miscellaneous 
Consumer 
Products 


2 Rest of World. 


3 Total includes small residuals for each trade category. 


As with all necessary compromises, the use of CITC sector 
definitions resulted in some difficulties. First, for reasons described 
above, there are discrepancies between our sectoral trade statistics and 
those used by industry and government sources which are based on SIC 
numbers. This is the case in the electrical products sector, for 
example, where the SIC-based trade statistics used by the Electrical and 
Electronics Manufacturers Association of Canada yield higher totals of 
both exports and imports than the CITC-based statistics. Furthermore, 
Our concern that the sector aggregations should collectively account for 
no more and no less than the total of Canadian trade is not shared by 
those interested mainly in individual sectors. Thus, for example, the 
aerospace, and ocean and marine industries include in their own 
reckonings many firms which produce electronic components. Since we 
could not list these products twice, we chose to include them all in the 
electronics sector definition, making our aircraft and ocean and marine 


definitions in some ways unsatisfactory to those industries. 


A similar problem was encountered in defining products fabricated 
from petrochemicals. Many plastic and rubber products which that 
industry would include in its trade figures are in fact intermediate 
inputs in the production of such items as automobiles, cookware, and 
other end products. Thus, for example, General Motors (GM) is the 
largest fabricator of plastics products in the country, yet the plastics 
products it uses are included in the automotive sector. In general, the 
commodity-based definitions allocate many end products of the 
predominantly crude and fabricated material sectors elsewhere, with no 


particular pattern to these reallocations. 


Other problems with our definitions are more unique to individual 
sectors. In defining our ocean and marine sector, we included exports 
of drilling rig equipment and supplies. A small amount of this 
equipment is traded to the U.S., but a relatively huge amount is traded 
offshore to the “high seas" and, because it does not wind up in another 
country, is classified as a non-trade item. Much of the Canadian 
production of these products is in fact sold to American companies; 
however, since it remains offshore, it is never included in Canada-U.S. 
trade statistics. Also in the ocean and marine sector, there is a 
problem accounting for the very significant trade in ship repairs. 
While imports of ship repair work--i.e., work done by foreign yards on 
Canadian ships--are accounted for by virtue of the duty which is charged 
to Canadian ship owners for this work, exports of ship repairs--repair 
work on foreign ships in Canadian yards--are not recorded because there 
are no bills of jiading or export documentation on which such records 
could be based. This is an important problem given the great 


Significance of ship repair work to the industry. 


Finally, the urban transit sector poses a special definitional 
problem. Because it is more a marketing strateay for producers of a 
variety of products than an industrial classification, its products are 
subsumed in a large number of commodity classifications, and it is 
virtually impossible to break out accurate descriptive statistical 
information from CITC categories. In some major product areas, like 
vehicle production, numerical information is not available from 
Statistics Canada because there are only five major vehicle producers, 
and its confidentiality rules prohibit publication of numbers where the 


performance of individual firms might be discerned. 


These are some of the difficulties faced in constructing sector 
definitions from CITC numbers. The resulting statistics are less than 
wholly satisfactory to representatives of several sectors, but they have 
the virtue of facilitating an aggregate look at Canadian trade which, it 
was felt, justified the anomalies. Our sector definitions are outlined, 
by CITC code numbers, as appendices to each of the sector studies which 
foliow. With this information the statistical analysis can be 


replicated. 


In addition to the tabular data furnished by the computer run, the 
Commission's sector analyses are based on a variety of other sources. 
Most important among these were personal interviews: on average, 
Commission researchers conducted at least two personal interviews per 
sector with industry and government representatives, and numerous 
telephone consultations. In all, over thirty interviews were 
conducted. In addition, researchers utilized industry briefs to the 
Commission, sector analyses by the Departments of Industry, Trade and 
Commerce and Regional and Industrial Expansion, corporate annual 
reports, journal and newspaper articles, etc., in preparing the sector 
reports. It is hoped that the results will prove to be informative, and 


a stimulant to further study. 


Substantive Issues 


(i) Trade 


Trade accounts for some 30 per cent of Canada's Gross Domestic 


Product. Roughly three-fourths of this trade is with one country, the 


oe 


United States. Canada-U.S. trade is central to Canadian welfare, and 
trade policy toward the United States is the most important aspect of 


Canadian trade policy overall. 


The most recent trade data available to the Commission is 
Summarized in Table 2. The figures indicate a slight relative increase 
in Canada's trade with the U.S. in 1983 over 1978, which was the peak 
year for Canada-U.S. trade in the 1970s. These figures would indicate 
that the recession of the early 1980s and its aftermath deepened 
Canada's reliance on the U.S. at the expense of trade relationships 
elsewhere. Current trade figures indicate a continuation of this trend 
with the U.S. accounting for over 75 per cent of Canadian exports and 
imports in 1984. The positive side of this relationship is that, as 
evident from Table 1, the U.S. takes far higher percentages of Canada's 
fabricated and manufactured end products than other countries. The 
negative side of this relationship, however, is that the natural flow of 
Canadian exports has made Canada dependent on the American marketplace, 
and more importantly, on the trade policies of the U.S. government which 


ultimately controls access to that marketplace. 


Changes in Canada-U.S. trade from 1978 to 1983 can be seen more 
clearly in Table 3. The data for 1978 have been adjusted to take 
account of inflation. The figures in Table 3 confirm Canada's weakness, 
as measured by trade balances, in all manufacturing sectors except 
automobiles. In 1983, there were large negative balances, i.e. over 
$1 billion, in machinery, electronics, electrical machinery, scientific 


equipment and consumer products. These balances did include, however, 


aay = 


Table 2 
Canadian Trade with U.S. and World, 1978 and 1983 


$ Canadian millions 


1978 1983 _ 


[So ae W.* Pad | ese | ane) 
Exports ena S72 ae 811 Bais sell yp Clerc aie: seen 631 eet 
(70%) (30%) (100%) (73%) (areas (100%) 
Imports 35,433 114,675 SO SLOSS noes ote le 45S 75, 587 
(71%) (29%) (100%) (72%) (28%) (100%) 
ibe 
(37 


Hak Balance seh) 3,075 "ee 229) 9,145) aloe ore 


(Exports - Imports) (63%) (100%) (80%) (20%) (100%) 


Trade Turnover 72,804 |30,486 }|103,290) |120, 436) 46,115 166,550 
(Exports ’+*Imports) 49702 )m) (307768 ( 1007) (72%) | Ccon me Oua 


*R.O.W. = Rest of the World 


Source: Statistics Canada, External Trade Division 
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Table 3 
Canadian Trade Balances by Sector 1978 and 1983! 
($ Canadian Millions; 1983 Dollars)2 


es Imports Balance of Trade 


1978 1978 1983 eles me isesy tap Change from 1978-83 
oe ae [5 elie ROW, U.S. RAW. 
9(1-5) )}11(3-7){ 12(4-8)]13(11-9)) 14(12-10) 
Agriculture and 
Food Processing 1,536 5,133 {| 1,980 6,907 | 2,801 2,741 | 2,493 en0h2m (le Shave 2,390 (§14){ 4,845 2,458 
Fish and Fish 
Products | am 
Sundry Crude & 
1,354 1,031 | 1,242 1,026 ae (560) (218) 


Fabricated 
Materials, n.e.S. 
Metals & Minerals| 8,374 aS 7,465 | 4,834 = 2,384 | 4,791 meee 3,098 2,778 (320) 


| Energy 8,106 1,427 |11, 400 | 1,373 | 373 | 2,199 | 199 | 4.804 | 814 35 | 3.232 | | 5,908 | (3,387) 387)| 9,468 | (1,859)} 3,563 1,528 


Textiles, eee 
and Footwear 1,436 2, 382 1,200 2,482 1(1,092)} (1,984) (792)| (2,176) (192) 
Chemicals & 

Petrochemicals 2,507 1,352 2,908 3,259 1,063 | 3,587 1,120 (754) (679) 

Machinery and 

Equipment 2,725 2,471 7,202 1,690 | 5,291 1,355 |(4,476) (757)} (2,820) (395) 1,656 

Automoti ve 

Products 18, 259 1,613 | 20,986 733 419,101 1,925 |16,916 2,334 (842) (311)] 4,070 | (1,600) 4,91? (1,289) 
Urban 

Transportation 

Ocean and Marine 

Industries (52) (37) (419) (429) 

(3 


Electrical 
Machinery and 
Equipment 2,376 2ntes 688 | (2,000) (357)} (1,614) (495) (138) 


Scientific and 

Medical Equipment 

Products 1, Pe 1,346 (888) (145)}(1,952) (179) nat (34) 
Consumer 

Products ly Fen | 40 | 1,680 1,237 |(1,303){ (1,153)}(1,098)} (1,192) 


Other End 

Products and 

Special 

Transactions 1,109 far Therey \h ct! == — = ==" N24) ee 7n} 


(ate All 
Sectors ss, 039 { 24,978 |66,333 | 24,631 |55,976 |23,183 54,103 21, 483 12,229 Ree 


1. Data supplied by Statistics Canada, External Trade Division. 


2. GNE Deflator: 1971 = 100; 1978 = 183.8; 1983 = 290.5. Reference: Statistics Canada Catalogue #13-0N1, Table 21. 
3. Rest of world. 


4. Total includes small residuals for each trade category. 


SD = 


strong export increases such as that found in the machinery and 
equipment sector. Trade balances from 1978 to 1983 generally improved 
in most manufacturing sectors. This is particularly true for trade with 
the United States, which showed improvement in all manufacturing sectors 
except electronics and scientific and medical equipment. In automotive 
products Canada had an export surplus with the U.S. of over $4 billion 
in 1983. This uncharacteristically strong showing is due mainly to the 
resurgence of sales of medium to large autos in the U.S., in which 


Canada has strong productive capacity. 


Table 3 also confirms the resource-based nature of Canada's 
exports. Canada continues to have large export surpluses with the Usoe 
in sectors such as fish products, forestry products, metals and minerals 
and energy. The most dramatic change occurred in the energy sector, 
with increased sales of electricity, natural gas and petroleum 
derivatives to the United States, and increased coal exports to other 
countries. Canada achieved a real increase in exports of over 
$5 billion in the energy sector between 1978 and 1983. Agricultural 
exports also showed strong growth, and wheat sales outside North America 
were the biggest factor. However, exports of forestry products and 
metals and minerals declined relatively between 1978 and 1983. While 
these sectors remain important to Canadian trade, current indications 


Suggest they may not grow much in the future. 


Finally, sectoral exports to the U.S. are presented on a regional 
basis in Table 4 and Table 5. These tables confirm that the majority of 


manufactured exports originate in Ontario, and secondarily Quebec, while 


eS 


Regional Distribution of Exports to the USA by 


Sector 


-- oO eee ee a Se eS 


Fish and Fish Products 

Sundry Crude and Fabricated 
Materials n.e.s. 

Forestry Products 

Metals and Minerals 

Energy 

Textiles, Clothing and Footwear 

Chemicals and Petrochemicals 

Machinery and Equipment 

Automotive Products 

Urban Transportation 

Ocean and Marine Industries 

Aircraft 

Electronics 

Electrical Machinery and Equipment 

Furniture 

Scientific and Medical Equipment 

Consumer Products 

Other End Products and Special 
Transactions 


Table 4 


(Thousand of Canadian dollars) 


Atlantic 


SS Sesh OS SS Se eases eee SSeS SSS 


93, 803 
783,218 


L259 
620, 538 
65, 966 
421,720 
6,105 
28,732 
21,482 
38, 481 


1, 868 
O5050 
3, 989 
iO 2 

464 
6, 086 
5,424 


204, 006 


Quebec 


S02 Oil 
Seog 


110,029 
2,692, 364 
C5 a0 ial 

480,063 

162,035 

349, 943 

Zl AS6 
1, 469, 373 

32, 435 
56, 683 
699,267 
524,160 
73, 467 
78,497 
aloesahs 
224,510 


233,114 


Ontario 


922,830 
42, 886 


haley, 
REY Sayt NE! 
4,258, 136 
V5 5825142 
182,918 
1, 468, 432 
1,424, 567 
19,047, 498 
56,198 
71,830 
397,628 
1,362,528 
366 , 706 
267,158 
154,379 
261, 480 


Le ecos LLU 


Sector, 1983 


Prairies 


289, 410 
26,145 


140,870 
494,979 
1984, 448 
8, 289, 555 
19,570 
918, 340 
269, 402 
INS S53) 
35, 056 
634 
69,673 
1155159 
24,989 
10, 063 
16,906 
LEaW 


fee ET! 


Pacific 


SSS SSS 


134,438 
50, 488 


18, 162 
3,126,569 
462, 462 
625, 827 
11,788 
12,674 
125,451 
65, 238 
46 
14,546 
16,791 
46,903 
10, 405 
11,247 
8, 539 
17, 259 


70, 558 


Total -Region 


of Lading 


Sehenabsosbecamnecteedieenteasa ate eto’ 
eee 


1,943,492 
953, 296 


452,157 
9,459, 850 
7,359,689 

11, 399, 307 

382,415 
2,868,121 
2,052,159 

20,726,126 

123,735 

145,561 
1,185,897 
2,052,739 

476,639 

367,429 

721,116 

517,844 


1,818, 565 


Se Se a ee ee ee ee ee ee ee 


Total - All Sectors 


Statistics Canada 


Source: 


2,318, 889 


10, 368, 503 


- External Trade Division Annual 


( 


35,798, 762 


Raw Customs Basis), 


11,116,417 


1983 


4,925,125 


64,527,697 


Table 5 
Regional Distribution of Exports to the USA by Sector, 1978 
(Thousand of Canadian dollars) 


Total -Region 


14 


Sector Atlantic Quebec Ontario Prairies Pacific of Lading 
Agricultural and Food Processing 20,474 239, 406 436,108 171,977 942,586 
Fish and Fish Products 434,229 28,500 dpe Ne 20,672 543,909 
Sundry Crude and Fabricated 
Materials n.e.s. ie 5a5 64,759 85, 849 54,722 CBN Ae 
Forestry Products 547,280. \91, 683.074) (7 1-454.337 360,748 | 2,994,786 | 7,040,224 
Metals and Minerals 74,0812 lel. 97 Dis oe. 623, 050 oy lgeaal 464,812 | 5,236, 244 
Energy 210,461 yee sO) 562,783 | 3,825,984 465,697 | 5,117,601 
Textiles, Clothing and Footwear 1,580 87,216 88,727 11,693 12, 388 201,514 
Chemicals and Petrochemicals 1Bs3a. 164,419 764, 764 588,841 35, 734 1,572,995 
Machinery and Equipment 40,823 147,661 1,078, 256 169,097 115,411 1,551,247 
Automotive Products 24,654 780,414 110,526,898 47,635 12,5258 }1 154522125 
Urban Transportation - 4,818 12,950 4,123 357 22,24] 
Ocean and Marine Industries 36, 008 Sh eg ae ¥/ 38,976 198 11,513 117,231 
Aircraft 2,093 261,551 166, 358 27, 383 13,543 470,928 
Electronics 17,708 164, 532 567,592 10,670 14,094 774,596 
Electrical Machinery and Equipment 918 39, 986 163, 202 Be 937, 52593 218,636 
Furniture 110 29,490 77,625 1,901 2,438 101,902 
Scientific and Medical Equipment 1,978 1 Ra A} 78,630 4,732 3,434 191,902 
Consumer Products 2,84 100, 584 92,422 4,519 113527 211, 286 
Other End Products and Special 
Transactions 110,574 120, 899 AT sew Al ele 39, 060 28, 240 672,708 
otal - All Sectors : 1,554,875 | 5,972,596 119,231,535 | 5,510,609 | 4,381,6N2 136,651,216 


Source: Statistics Canada - External Trade Division Annual (Raw Customs Basis), 1978. 
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the other regions are critically dependent on resource-based sectors 
such as fish, forestry products and energy. The tables also point out 
the relative importance of the chemical and petrochemical sector to the 
Prairies, and of the aircraft sector to Quebec. It is frequently 
asserted that in the event of freer trade with the U.S., the greatest 
costs of adjustment would be experienced in the manufacturing regions of 
Ontario and Quebec. From these tables it would appear that such 
benefits as might accrue to Canadian industry would also be mainly 
derived in Ontario and Quebec, because that is where exports of 


manufactured goods originate. 


(17) Protectionism 


Protectionism in Canada as in any nation is essentially of two 
kinds: tariffs and non-tariff barriers (NTBs). On tariffs the position 
between Canada and the U.S. is unbalanced: by 1987, U.S. average 
tariffs on dutiable imports will be 5.5 per cent (on Canadian exports it 
will be 1 to 2 per cent), while Canadian average tariffs on dutiable 
imports will be 9 to 10 per cent. In both countries averages obscure 
duties that are much higher on individual products. It is probable that 
tariff protection has a greater impact on the Canadian economy than on 
the U.S. economy, not only because of average levels of duties, but also 
because of the nature of that protectionism. For example, some Canadian 
tariffs, particularly on machinery products, are applied only if the 
Product is also made in Canada. This practice can create considerable 
uncertainty for Canadian importers of U.S. products, and it serves to 


extend tariff protection automatically for newly-developed products 
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whether that protection is needed or not. In other words, there is a 


presumption of protectionism in this important manufacturing sector. 


A presumption of protectionism can be observed throughout the 
Canadian tariff schedule. It is inherently difficult to compare tariff 
schedules between nations, but one way to approximate a comparison is to 
examine "basket category" rates of duty. Tariff schedules are 
historical documents designed to be around a long time, and as they have 
developed over time they have included basket categories that were 
intended to incorporate and provide protection for products not yet 
developed or classified. Basket rates thus indicate a base level of 
protection, which might be adjusted upward or downward when a specific 
product is classified. A sample of Canadian and U.S. basket rates is 


provided in Table 6. 


Table 6 demonstrates that the Canadian rates are consistently and 
in some cases substantially higher than their U.S. counterparts. The 
higher Canadian basket rates are a legacy of Canada's National Policy of 
1879, and they demonstrate the presumption of protection that is 
accorded manufacturing in Canadian trade policy. While Canadian tariffs 
are generally higher than those in the U.S., there are many exceptions 
to this generalization which would have an important bearing on the 
adjustment to freer trade. Some Canadian sectors already operate 
effectively free of any tariff protection. These include the auto 
sector, where trade is governed by a bilateral agreement; the fish 
products sector, where Canada has an unquestioned comparative export 


advantage; and the aircraft sector, where trade is largely governed by a 
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PRODUCT 


Manufacturers of 
wood, n.oO.p. 


Manufacturers of 
iron or steel, n.o.p. 


Manufacturers of 
aluminum, n.o.p. 


Paper and paperboards 
of all kinds, n.o.p. 


Manufacturers of 
glass, n.O.p. 


Articles or materials 
Ofep last i cSean.0. Dc 


Machinery, n.o.p. 


Notes: 


Table 6 


A Comparison of Canadian and U.S. Basket Category Tariff Rates 


CANADIAN RATES COMPARABLE U.S. RATES 


Canadian By Sip 
Tariff Line Item ania fara Tariff Line 


(TSUS) 


1983 | 1987 } 1983 | 1987 


50600-1 207.00 
MFN line 46 


44603-1 657.25 
MFN line 29 


35400-1 657.40 
MFN line 29 


19700-1 256.902 
MFN line 46 


32615-1 548.95 
MFN line 29 


93907-1 774.55 
MFN line 230 


42700-1 678.5N 
MFN line 46 


1 n.o.p. = not otherwise provided for 


2 In addition to paper and paperboard, U.S. category includes articles of pulp and papier-maché. 


Source: Canadian Tariff. 


Dept. Tariff Schedule United States. 
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multilateral sectoral agreement. In these sectors freer trade with the 
U.S. would not have a great impact. Even in the fishing sector, where 
the U.S. maintains some protectionist measures, it tends to be the 
availability of the resource rather than the level of trade barriers 
that influences trade flows. At the other extreme are sectors where 
Canadian tariff protectionism is high, such as furniture where tariffs 
now average around 15.5 per cent, or textiles and apparel, where average 
duties are around 20 per cent. One would expect freer trade to entail 
higher adjustment costs in these sectors, although in some cases such as 
furniture, the current strong position of exports suggests parts of the 


sector could bear those adjustment costs. 


With regard to protection from non-tariff barriers (NTBs), the 
position between Canada and the U.S. is reversed. Both Canada and the 
U.S. have NTBs, but the U.S. has used these practices more than Canada, 
particularly safeguard, countervailing and anti-dumping duties, 
administrative regulations, and preferential government procurement 
(such as Buy America requirements). Furthermore the impact of U.S. NTBs 
on Canada is greater than the impact of Canadian NTBs on the U.S. 
Analysis at the sectoral level indicates that while some categories of 
Canadian exports such as furniture or hardware ind hand tools do not 
face U.S. NTBs, most Canadian sectors are burdened by these 
restrictions. One of the most common NTBs applied by the U.S. is the 
safeguard provision, known as an Article 201 action under the U.S. Trade 
Act of 1974. Under this provision, quotas or additinnal duties can be 
placed on foreign imports if those imports are deemed to be causing 


injury to competing U.S. producers. Such an action was attempted 
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recently against Canadian copper exports but was vetoed by the U.S. 
President largely because of pressure from domestic users of imported 
copper. Other NTBs include customs classification procedures which are 
a particular problem in the textile, clothing and :ootwear sector. 
There are many U.S. tariff items in this sector and U.S. officials have 
considerable leeway in classifying imports for purposes of applying 
duties, with the result that uncertainty is created for Canadian 


exporters. 


‘nother source of uncertainty is U.S. countervailing duty 
legisletion, which particularly affects Canadian resou-ce-bas~™! sectors 
which may have benefitted from time to time from regional or other 
subsidies in Canada. The Canadian softwood lumber ‘ndustry recently 
faced a countervail suit and while the Canadian position prevailed in 
the proceedings, it nevertheless entailed a long and costly legal battle 
for the Canadian industry. A similar experience may be faced in the 
Canadian fishing industry, for a late-1984 report of the U.S. 
International Trade Commission claimed that Canada had provided 
subsidies to producers, particularly in the Maritime provinces. As a 
result of U.S. countervailing practices, Canadian exporters to the U.S. 
can become subject to costly legal proceedings that are beyond their 
control. The effect is to make investors, either Canadian or foreign, 
hesitate to invest in Canada, particularly if those investments wil] 
result in product exports to the United States. Of course, such exports 
are normally required for the efficient operation of any large scale 


modern plant located in Canada. 
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Finally, preferential U.S. government procurement practices 
represent the most troublesome trade barrier to sectors exporting large 
capital goods, such as the electrical machinery, electronics and 
maci,inery sectors. For example, Canadian firms like Bombadier have been 
required to locate plants in the U.S. to sell products in that country. 
Government procurement practices also affect more consumer-oriented 
sectors, as evidenced by the Berry Amendment pertaining to the purchase 
of textiles by the U.S. Department of Defence, and by the extensive 
legislation at the state and local levels Stipulating domestic 
preferences for purchases of clothing and footwear. Thus in summary, 
analysis at the sectoral level showed Canadian exporters are affected 


extensively by a wide variety of U.S. non-tariff protectionist measures. 


There are also Canadian NTBs. Curiously, while these are intended 
to grant advantage to Canadian interests, in some cases apparently they 
have had the opposite effect. Consider, for example, the urban transit 
sector. The major NTBs in Canada are provincial, since urban transit is 
a provincial responsibility. All provincial governments have local or 
Canadian preferential purchasing policies. Quebec, for example, has a 
45 per cent Quebec content requirement, while Ontario gives a 
10 per cent preference to its own companies. Flyer of Manitoba is 
effectively shut out of Quebec; hence GM, with its plant in Quebec, will 
not sell any buses in Manitoba. Often provincial governments wil] 
procure from in-province producers on a non-competitive basis, while 
rejecting lower bids from out-of-province producers. These provincial 
policies have fragmented the Canadian market, and have inhibited the 


capacity of Canadian companies to collaborate and bid on large foreign 
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Projects. They have also led in some cases to undue competition between 


Canadian companies in foreign markets. 


To sum up, previous tabular data confirm generally the traditional 
picture of Canada as an exporter of resource-based products and an 
importer of manufactured goods. Consequently, it was expected the 
sector studies would reflect consistent underlying strength in resource 
sectors, and as well would reveal consistent weakness in manufacturing 
industries operating behind tariff walls. Such expectations, however, 
were not entirely confirmed. Instead, as the following studies will 
reveal, there were substantial areas of strength in Canada's 
manufacturing performance. Instead of consistency, the studies found 
diversity in industrial performance, and in the patterns of likely 


adaptation to freer trade with the U.S. 
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AGRICULTURE AND FOOD PROCESSING 


Description 


The agri-food industry is the largest of the manufacturing 
industries in Canada. Retail sales for 1983 reached $60 billion. 
Approximately one-sixth of the total economy of Canada is accounted for 
by the agri-food sector. In terms of employment, 1.4 million people 
work in this sector. If indirect labour is included (i.e., farm 
production and retailing), the total would be 3 million, or 18 per cent 
of the Canadian labour force. Total industry employment is dispersed 
across Canada in approximate proportion to population distribution. 
Most is concentrated in Ontario (about 75 per cent); 15 per cent is 
located ir Quebec; and the remainder is in the West and the Maritime 
provinces. Such distribution is not typical of manufacturing in Canada 
generally and as a result, the agri-food industry accounts for almost a 
quarter of total manufacturing employment in the Prairies and an even 


greater proportion in the Maritime provinces. 


In terms of importance to the overall sector, the meat processing 
sub-sector has the highest number of shipments and employees. In 1981, 
for example, it had $7.6 billion in shipments, and currently employs 
over 35,000 people. The sales performance in the meat industry has 
fluctuated quite drastically in recent years. In 1978, sales were up 
29.4 per cent over 1977; 1979 sales increased by 19.4 per cent; 1980 
gains were only 3.6 per cent; and in 1981, the increase was 10.9 per 


cent. Most of the 75 plants of Canadian Meat Council members are quite 


= ee 


small, but they account for 80 per cent of feder-1ly-inspected 


production. 


The processed fruit and vegetable industry ranks highly within 
industry in terms of export trade and total employees. In 19°92, +> 
industry employed 17,044 employees and had an export trade 07 
$134 million. The seasonality of agricultural production is 
importance in the processed fruit and vegetable industry sinc: 
that may employ over 400 seasonal workers may have as few as 


year round. 


Most of the primary industry (i.e., agriculture) is 
Canadian-owned. Likewise, the meat slaughtering and packing indus: 
almost entirely Canadian-owned. Examples of Canadian-owned food 
processing firms include McCain's, Cavendish Farms (owned by Irwin) 
York Farms, which is a part of Canada Packers. The processing indus” 
On the other hand, has a high degree of foreign ownership. Sixty ne- 
cent of canning/preservation and 40 per cent of frozen food producti 
is foreign-owned. Most of the foreign firms are American. Examples 
foreign-owned companies operating in Canada are Kraft, Del Monte, 
Carnation (which has been acquired by Nestlé's), Green Giant, and 


Libby's. 


Although the sector is often divided into a number of sub-sectors, 


our definition consists of two main categories: agriculture* and 


a Includes livestock; grains and oilseeds; and fruits and vegetab) 


> 
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processed food.* This definition was extracted from Statistics Canada 
CITC categories and the figures are those which are generally used (with 


small variations) by industry and government. 


The agriculture and food processing sector is very diverse and as 
such, generalizations are difficult, especially vis-a-vis free trade 
with the U.S. There are, however, a number of factors which are common 
to the sector and which make it distinct. First of all, the sector is 
very vulnerable to climatic variations. Climate is important to the 
food industry since Canada's shorter growing season restricts the 
variety of crops which can be grown, and potentially causes higher costs 
and lower incomes for both producers and processors relative to their 
U.S. counterparts. Secondly, there is a high degree of interdependence 
between the agriculture and processed food sub-sectors. Without the 
agricultural sector, most processing enterprises would be unable to 
operate. Similarly, agricultural producers depend on the processing 
industry to buy their fresh livestock and produce. Finally, the 
industry is distinctive because it has an impact on the lives of al] 
Canadians. Government policies and programs with respect to the 
agriculture and food processing sector greatly affect the nutrition and 


health of the Canadian public, as well as the prices they pay for food. 


is Includes slaughtering, meat and poultry processing; dairy products; 
flour and cereal products, including bakery products; fruit and 
vegetable processed products, including sugar processing; 


beverages; feed industry; and miscellaneous food processors, nes. 
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Trade and Protectionism 


Canada has a huge volume of export trade in agriculture and food 
processing, making it a crucial element of the Canadian economy. Total 
Canadian exports for 1983 reached $88.6 billion. Of this, $9.5 billion 
was accounted for by the agriculture and food processing sector.* 
Approximately half of the sector's income comes from exports. Table 1 
illustrates the volume of trade between Canada and the U.S. which in 


1983 represented some $2 billion in exports and $2.5 billion in imports. 


The most fundamental distinction within this sector is between 
agriculture and food processing. Canadian trade in primary agricultural 
products accounted for just over one-third of the total trade in 
agriculture and food processing in 1983. Trade in agri-ulture was also 
entirely responsible for Canada's large overall trade deficit in the 
total sector in 1983: the agriculture deficit was $671 million, while 
the overall deficit was $513 million, indicating a substantial surplus 
on the food processing side. Within the agricultural sub-sector, 
livestock had a surplus of $167 million in 1983, while grains ran a 
relatively small deficit of $54 million. The huge deficit is almost 
entirely accounted for by the $784 million deficit in fruits and 
vegetables, which in turn would be largely accounted for by the 
seasonality of the Canadian industry. However, overall, the 


agricultural deficit decreased by $110 million between 1978 and 1983. 


x This figure does not include wines and liquors. 
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Table j 


Canadian Yrade with the United States, 1978 and 1983: 


{ Ca 
Sub-Sector Ex 


Grain & Oilseeds 


Fruits & Vegetables 


Slaughtering, Meat, & 
Poultry Processing 


121,738 


Dairy Products & Eggs 


Flour & Cereal Products, 
incl. Bakery Products 


20,354 


Fruit Processed Products 


Veg. Processed Products 


Sugar Processing 


Non-Alcoholic Beverages 


309,472 


Alcoholic Beverages 
Feed Industry 


Misc. Food Processors, nes 


Agriculture Sub-Sector: 238, 353 376,545 463,009 735, 243 
36 , 084 70,753 


13, 281 | 20,981 | 21,463 28, 158 


| 12,618 | 19,934 46,188 61,276 5 
RY 


| 60,516 | 95, 602 120,427 143,714 
67,273 


Agriculture and Food Processing Sector 


($ Canadian thousands) 


nadian 
ports Canadian Imports Trade Balance 


19782 | ~~ 1983 19782 197R2 | 983 | 
1,161,521] 1,134,165 (784,976)| (671, 156) 


152, 316 
[a 


55, 356 


583,471 


192, 319 433,218 189, 863 299,941 159, 126 


44,483 26,377 


256,722 208,795 (224,567 )} (186,024) 


101,645 135,998 51,107 


22,771 162,505 


Coffee, Tea, Cocoa & Choc. 23, 645 37,354 | 34,703 | 157,762 | 249,229 156, 156 (211,875){ (121, 453) 


1,875 
486,781 28,243 


488 , 897 


31,724 er P) 455,557 
2n1,951 (131,434)] (81,574) 
285 169,915 | 268,428 | 297,271 (201, 155)] (292, 996) 


Total: Agricultural and Food 972,036 | 1,535,602 1,979, 734 1,773,415 |2,801,604 12,493,128 
Processing Sector 


Statistics Canada, External Trade Division, Annual (Raw Customs Basis), 1984 


1. Current dollars. 


2. Constant dollars expressed in 1983 values. 


Refer to Table 3 of "Overview" for calculations of constant dollars. 
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The figures for the food processing sub-sector reveal a very 
different situation. Here, a $480 million deficit in 1978 was turned 
into a $158 million surplus in 1983.* It is this strong processing 
performance which is responsible for the decrease in the overal| 
agriculture and food processing deficit by $753 million. This strong 
processing performance is in turn accounted for in large measure by the 
extremely strong performances of two sub-sectors: the alcoholic 
beverage sub-sector, which registered approximately $450 million in 
trade in both 1978 and 1983; and the slaughtering, meat and poultry 
processing sub-sector, which turned a $108 million deficit into a 
$274 million surplus. Also contributing to the lower overall deficit 
was a $90 million decline in imports of coffee, tea and cocoa. This 
remarkable performance has not gone unnoticed in the 'nited States: the 
Canadian hog industry is currently under review for alleged unfair 


trading practices in Washington. 


Table 2 reviews the levels of Canadian tariffs on a sub-sector by 
Sub-sector basis. As one would expect, tariffs in the primary 
agricultural sector are quite low, the average being raised 
substantially by high fruit and vegetable tariffs which are applied 
Seasonally to encourage import substitution when Canadian produce is in 


season. 


of These figures were calculated by adding the trade balances for the 


food processing sub-sectors. 
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Similarly, in the food processing industry, average tariffs are 
relatively low. In this grouping, the average is raised particularly by 
tariffs in the sugar processing industry (13.1 per cent), the tobacco 
industry (within the miscellaneous food processors category) and, most 
substantially, by the alcoholic beverages industry (34 per cent). In 
the case of some sub-sectors, low tariffs mask a domestic market which 
is highly protected through marketing board regulat‘on - notably of 


dairy products and poultry. 


It is noteworthy that agriculture and food processing tariffs have 
not historically been subjected to substantial, across-the-board tariff 
reductions. The pattern varies, but high tariffs seem as likely as low 
tariffs. This reflects the item-by-item approach which has been a 
feature of agricultural negotiations in the GATT. This approach has 
allowed tariffs on certain sensitive items to be reduced only marginally 
or not at all. Since tariffs are not a major protective device employed 
by the EEC (they use variable import levies, largely), most of Canada's 


agricultural tariff negotiations have historically been with the U.S. 


Table 3 lists comparative Canadian and American tariffs on a number 
of common agricultural and processed food products. While not all items 
are easily comparable because of different tariff criteria, most are 
fairly compatible. The table shows generally that there is a high 
degree of congruency between Canadian and American products. Live 
animal and meat packing industry tariffs in cattle and hogs are highly 
comparable, with only a few differences which aggravate relations 


between the two national industries, and which are not illustrated in 
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Table 2 


Canadian Imports from the U.S. and Tariff Protection, 1978 and 1983: 
Agriculture and Food Processing Sector 


($ Canadian thousands) 


(1) (2) (3) (4) (4)+(3) 


Total Imports Duty Free Value | Nutiable Value [Duty Collected |Tariff (ey 


Slaughtering, Meat & | 
Poultry Processing 189,863; 159,126] 6,573 49,586/183,290) 109,539) 4,051 4,106) 2. ; 3.8 


Dairy Products & Eggs 28,158 | 26,377 377) 390) | 382] 27,768 | 27,768 | 25,995] 993] 995 9031, 281) 3.6 


Flour & Cereal 

Products, incl. 

Bakery Products 3 108,101] 7,736 16,099] 43,370 S200 Zima 047 (em selon os lars s 
Fruit Processed 

Products 162,505} 208,795] 30,571 81,309/131,934) 127,486; 7,857] 7,844] 6.0] 6.2 


Vegetable Processed 
Products 61,276 78,678) 1,884 9,970} 59,392 68,798} 5,321) 8,562) 9.9}17.5 


Sugar Processing 42,758 83,824} 8,181 14,448] 34,577 69, 376] §,321) 9,994)15.4113.) 


Coffee, Tea, Cocoa & 
Chocolate 157,762; 156,156}105, 407 81,710) 52,354 74,445} 1,439 1,725) ZaS\uees 


Non-Alcoholic Bev.'s 2,872 7,460] 163 161} 2,709 7,299 199 902 7.4/12.4 


Alcoholic Beverages 28,243 31,224] 9, 340] 8, 964 18,903] 22,261) 5,783! 7,746|30,6|24.9 
Food Industry 143,714{ 201,951/120,378| 170,466} 23,337] 31,485] 1,595] 1,R41! 6.8] 5.9 


Misc. Food Processors, 
nes 169,915; 297,271] 67,901 145,840/102,014) 151,431] 14,351) 24,555/14.1]16.2 
Total: Agriculture & 
Food Processing Sector |1,773, 415) 2, 493, 128/812, 435([1, 352, 5961960, 98N/1,140,531} 68,952) 95,119| 7.2| 8.3 


Statistics Canada, External Trade Division, 1984, 


Sub-Sector 
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this table. The most noteworthy irritant is the U.S. tariff on choice 
or prime cuts of beef - aimed at the restaurant/hotel market especially 
- which is 4 per cent ad valorem, while the Canadian tariff is 3¢ per 
pound. Given that these cuts are worth approximately $5 per pound, the 


U.S. tariff translates to a level of approximately 20¢ a pound. 


Another exception to the general comparibility in meat tariffs is 
in canned meats, where the example of canned beef shows a 12 per cent 
difference in tariff rates. The volume of trade is relatively 
insignificant compared to the total trade in meat products, but the 


tariff difference is nonetheless remarkable. A government official 


asserts that if the tariffs were equalized, Canadian canned meat 
Producers would be out of business in short order, because they simply 


cannot match American production runs and general efficiency. 


The substantial difference in tariffs on butter is accounted for by 
the fact that the Canadian dairy industry is highly protected and 
regulated by marketing board regimes, which are likely to be 
untouchable. Thus, due to highly protective import quotas, tariffs are 
irrelevant and have never featured strongly in trade negotiations. The 
difference in wheat tariffs is irrelevant as well, since both nations 
are large exporters, but their primary markets are not within North 
America. Tariffs on alcohol are always high, and in Canada alcohol 
availability and price are very much subject to provincial regulation 


and policy. 
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Table 3 


Selected Products in the Agriculture and Food Processing Sector: 
Canadian and United States Tariffs, 1984 


ey een ee 
American Tariff 


Product Canadian Tariff 


(American Description) 
Pc yleys 
21 ¢y Dime WeOORLDS. 
36¢/100 Ibs. 


Cattle between 200 & 700 Ibs. 
Wheat for consumption 
Potatoes, not over 
114,000,000 lbs. 


l¢/1Ib. (all catt]™ 
12¢/bu. (all whea*’) 
S5e9t/LOORIDS. 


Canned beef E52 Sian avalis 


Cattle meat, fresh, chilled 
or frozen 


2¢/1b. 2¢/1b. 


| 
| 
|Butter, & fresh or sour 12¢/1b. (butter o-ly); 5.6¢/1b. 


cream containing over 
45% butterfat 


Tomato paste & sauce 13.6% (paste) hegyey! 

Apples, fresh, prepared Free Free 
or preserved 

Cherries, in air tight or 5¢/1b. of draine” Le AV. 
watertight containers weight but not less 

than 12.5% 

Honey Peoe7lbs Toyo: 

Coffee, crude, roasted or 2¢/1b. (roasted vr Free 
ground, with or without ground) 
caffeine 

Still wines produced from 20¢/gal lon 37.5¢/4allon 
grapes, containing not (not over 24% (containers not 
over 14% alcohol by alcohol) over 1 gallon) 
volume 62. 5¢/gallon 

(containers over 
1 gallon) 

Irish & Scotch whiskey in 31.3¢/proof ga‘lon 31¢/proof gallon | 
containers each holding (all whiskey) 
not over 1 gallon 

Cigarette leaf, not stemmed 11¢/1b. GLAST SIAR ne 
leaf, oriental or turkish (Turkish leaf only) 
type, not over 8.5 inches 
in length 


Revenue Canada, Customs and Excise, Customs Tariff, Departmental 
Consolidation, 1984; International Customs Tariff Bureau, International 
Customs Tariff Journal, United States of America, No.21 (16th edition), 
AOGs=54 eer ein ye 
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Thus, aSide from these exceptional products, the table demonstrates 
that agricultural and food processed products in the two countries enjoy 


very similar levels of protection. 


The people associated with the agriculture and food processing 
sector feel that American non-tariff barriers are a major hindrance to 
the industry. The Canadian Food Processors Association argues that 
there are insufficient Canadian NTBs when compared with the United 
States. Canadian NTBs include grades, standards, and “fancy choice" 
labels.* The demand for two-language labelling, for instance, is 
considered by some to be a minor NTB. For the meat industry, NTBs are 
usually associated with inspection and inspection requirements. In the 
dairy industry, Canada has import controls on virtually all dairy 
products. Cheese, for example, has an import quota. In the case of 
butter, an import licence is required but this can only be obtained by 
the Dairy Commission. Since the Commission does not import butter, none 
is allowed to enter the country. Likewise, import permits are required 
for wheat, oats, and barley and supply managed commodities (i.e., eggs 


and poultry). Imports of margarine are completely prohibited. 


y Grades, quality, health and sanitary requirements, labelling, etc. 
are not really considered NTBs in the GATT sense provided their 
specifications apply equally to domestic and imported product and 
do not have an arbitrary or unjustifiable trade distorting effect. 
For those in the industry, however, these factors were considered 


very important barriers to the flow of trade between Canada and the 


HiaSy. 
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The Canadian industry feels that the removal of American NTBs would 
jeopardize the survival of the industry in the U.S. Similar to their 
Canadian counterparts, the Americans also use grade, quality, and health 
standards as NTBs. With respect to health standards, Canadian 
meat-producing plants have to be approved by American inspectors and 
American plants are subjected to inspections by Canadian inspectors. 

The difference between the two countries is in their method of 
inspection. The U.S. has one or two full-time veterinarians in Canada 
who inspect all plants, especially those with large volumes of 
production, large amounts of exports to the U.S., and those supplying 
other plants shipping to the U.S.. Canada, on the other hand, 
concentrates its inspections of American plants on those which have 
large volumes but which are also high-risk plants.* Authorities in the 
U.S. have claimed that the Canadian method is more efficient than the 
American method in that it achieves the same results but is less costly 
to administer. The Canadian rejection rate of U.S. plants as a 
percentage of plants examined is higher than the corresponding number of 
Canadian plants rejected by American officials. Canadian inspectors are 
biased in the plants which they choose to inspect; American inspectors, 
on the other hand, are less specific in their selection of plants for 


inspection. 


* These are plants which have been brought to the attention of 


inspectors either through a poor performance record or other 


special circumstances. 
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The Americans also have import quotas on dairy products and a meat 
import law which sets a ceiling on the import of fresh and frozen meat. 
The U.S. meat import law restricts imports when triggered but this law 
is not continuously in effect. When a combination of protected U.S. 
output (production) and protected import levels reaches a certain 
specified figure, import quotas are imposed. This figure is calculated 
in the fall for the upcoming year but the market situation is reviewed 
quarterly to see whether imports and market expectations exceed the 
global import figure. If they do, then import controls are imposed or 
suppliers are told to curtail exports. The present figure is 
approximately 1.2 million tonnes that can be imported before controls 
are imposed. Canada has a similar import law but it is more 


discretionary. 


Another NTB that is considered very problematic by the Canadian 
industry is the use of smaller standard containers by the American 
industry. The Canadian industry spent millions of dollars to convert 
its standard containers to metric. If they are forced to return to 
imperial measurement, smaller U.S. containers could undersell in the 


Canadian market. 


Impact of Free Trade 


There is a general consensus within the agricultural and food 
processing sector that a free trade agreement (FTA) could seriously 
jeopardize the industry's existence in Canada. One government official 


feels that the greatest impact would be experienced by the horticultural 


S2ik 


sub-sector. Because of our climate and higher costs, free trade would 
allow the Americans to service our market all year round. The 
horticultural industry has the highest protection at the present time 
and it would be unable to survive under a free trade agreement. Supply 
managed commodities would also become more vulnerable under a free trade 
arrangement with the U.S. There has been a tendency to insulate these 
items from trade competition with the U.S. and as a result, we have made 


them less competitive internationally. 


The Canadian Food Processors Association believes that certain 
sections of the industry may have difficulties under an FTA with the 
U.S. It considered climatic conditions, a short season, and higher 
costs of production as very important factors which would decrease 
Canadian competitiveness and jeopardize the viability of the industry. 
The American industry is much more competitive in terms of economies of 
scale and could readily supply the Canadian market without a significant 
increase in investment. In horticultural items such as processed 
potatoes and apple products from the Atlantic provinces, Canada could 
possibly compete, particularly in the eastern U.S. market. Some 
government officials feel that the Prairies would also probably benefit 
from an FTA since they are quite competitive in oilseeds, grains, and 


livestock. All other products are produced more cheaply in the U.S. 


Interestingly, the meat packing and processing industry, as 
represented by the Canadian Meat Council, does not favour free trade 
with the U.S. in spite of its low tariff rates (3 per cent in 1983) and 


substantial export trade. This is because it feels that the low tariff 
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still constitutes a significant psychological barrier, and because it is 
wary of the potential competitive impact of large American packers from 
Iowa on the Canadian market under free trade and the significant 
adjustment costs this would entail. The huge American meat-packing 
plants would probably have the capacity to flood the central Canadian 
market where values are highest. This would likely disrupt the 
traditional east-west access of the Canadian industry and result in the 
loss of the Montreal-area market which is the most lucrative in North 
America. Although new markets would probably be secured by western 
producers in the western U.S., the industry would view the adjustment 


costs as harmful and unnecessary. 


Canadian labour costs are generally higher than in the U.S. In the 
meat-packing industry, for example, it has been argued that unless the 
industry was to equalize its labour rates, it is vulnerable to labour 
displacement, and meat-packing plants would be forced to shut down in 
Canada under a free trade agreement. The same line of argument is also 


applied to the food canning industry. 


Finally, there would be a loss in seasonal income in both the 
agriculture and food processing industries. Smal] communities which 
depend heavily on seasonal farming income would be especially affected. 
This, in turn, would have an impact on the processing sector which buys 


and processes goods from the primary sector. 
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Conclusion 


In addition to the traditional, political arguments against free 
trade regarding the loss of Canadian autonomy and identity, the industry 
feels that the most substantial obstacle would be the attitude of the 
industry itself which is basically united in its belief that there are 
no real problems with the present system and that there would be little 
advantage to entering into an FTA with the U.S. Another major political 
argument against free trade with the U.S. is that Canada does not want 
to be dependent on an outside source for food. It is generally accepted 
that countries have a right to be as self-sufficient in food production 
as possible. To enter into an FTA which renders important food 
producing industries obsolete would be very difficult to accept 


politically. 


In conclusion, it appears that a total free trade arrangement with 
the United States in the agricultural and food processing sector is 
neither realistic nor probable. Canadian disadvantages such as climate 
and a short growing season cannot be overlooked. Examples of industries 
where exceptions to a general FTA could be made are dairy products in 
both Canada and the U.S.; Canadian primary products, especially fresh 
fruits and vegetables, where Canadian producers are disadvantaged in 
terms of geography and climate; and possibly alcohol because of 
customary practice. In the processing industries, on the other hand, an 


FTA with the U.S. should be considered since in this instance, we are 
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talking more about industrial processes and as such, Canadian industries 
could be made competitive. In these areas, an FTA might be a practical 


possibility. 
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Appendix 


Agriculture and Food Processing 
Sector Definition by Canadian International Trade 
Classification Commodity Codes* 


Veg. Processed Products 
Sugar Processing 


Coffee, Tea, Cocoa and 
Chocolate 


Non-Alcoholic Beverages 
Alcoholic Beverages 
Feed Industry 


Misc. Food Processors, 
Nees. 


092-099, 141 


101,104 


111-113 

at 
172-173 
151-157 


055,081-082, 
114-120, 142-146, 


181-183 


Import Export 

Sub-Sector Commodity Code Commodity Code 
Livestock 001-003, 006 001-003, 006 
Grain and Oilseeds 061 061 
Fruits and Vegetables 071,091 071,091 
Slaughtering, Meat 

and Poultry Processing 011-017 011-017 
Dairy Products and Eggs 051,053 051,053 
Flour and Cereal Products, 

incl. Bakery Products 062-069 062-069 
Fruit Processed Products 072-078 072-079 


092-099, 141 


101,104 


111-113 
val 
172-173 


151-157 


055,081-082, 
42-146, 


181-183 


* Data extracted from Statistics Canada, Imports (and Exports), 


Merchandise Trade, 1978 and 1983. 


Catalogue 65-203 and 65-202. 
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FISH AND FISH PRODUCTS 


Description 


This study has defined the fish and fish products sector by 
dividing it into six basic categories: 1) fish, whole, fish steaks, 
blocks, slabs, sticks and portions; fresh, chilled, or frozen; 2) fish, 
smoked or salted and smoked; salted and/or dried; pickled; 3) fish, 
canned; 4) shellfish, all preparations; 5) other fishery foods and 
feeds, not elsewhere stated; and 6) fish and marine animal oi]. These 


sub-sectors were extracted from Statistics Canada CITC classifications. 


The Statistics Canada figures and our definition were generally accepted 
by industry and government. An official from the Fisheries Council of 
Canada said that fresh and frozen really are two unique categories due 
to different end markets and they should be divided into two separate 
sub-sectors. Sources from the Department of Fisheries and Oceans (DFO) 
Said that the Department uses Statistics Canada figures but also 
collects its own when necessary for specific purposes. However, these 
were not major problems and for the most part, our categories were 


accepted. 


Similar to many of the other sectors under review, the fish and 
fish products sector is distinctive for a number of reasons. First, 
large segments of the industry are highly seasonal and depend on social 
umbrellas, such as unemployment insurance in the off-season. Secondly, 
the industry is regional in its structure. The bulk of the industry is 


located in Atlantic Canada with the second highest concentration in 
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British Columbia. Especially in the Atlantic Provinces, the fishing 
industry is often the only employer in many small towns. A down-turn in 
the industry and the subsequent closure of plants have a very heavy 
impact on the total employment and prosperity of these areas. Thus 
although the industry is relatively small and might not be a major 
economic force in the overall Canadian economy, politically it is very 
important. This political reality causes strains on governments and the 
industry which are constantly debating between social goals and the 
in-ustry's economic efficiency. Finally, the sector is distinctive 
because it is mainly export-oriented. Exports represent around 

80 per cent of total sales and in 1982, Canada was the largest seafood 


exporter in the world.* 


There are approximately 100,000 people employed in the fishing 
industry in Canada. This figure includes both primary fishermn and 
those employed in the processing segment of the industry. Of this 
number, 75,000 are employed in Atlantic Canada and 25,000 in 
British Columbia. In British Columbia, 60 per cent is plant labour and 
40 per cent fishermen. In the Atlantic region, the reverse is 
true--60 per cent of those employed are fishermen, 40 per cent is plant 
labour. The higher percentage employed in the primary sector is ‘ue to 


the larger number of small boat fishermen in the Atlantic Provinces. 


* Fisheries Council of Canada, “Presentation to the Royal Commission 


on the Economic Union and Development Prospects for Canada", 


September 22, 1983, p. 2. 
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There are also 2,000 or so fresh water workers but the number is very 
insignificant relative to the total of salt water employees. The 


fishing sector is very labour-intensive and heavily unionized. 


There are approximately 350 companies in Canada which dominate the 
fishing industry. In the Atlantic Provinces, there are 1,000 licensed 
plants owned by 250 corporate entities; in British Columbia, there are 
approximately 100 to 150 plants owned by 25 corporate entities. Of the 
350 companies, 7 have over 500 employees, 70 have between 50 and 500 
employees, and the remaining 273 companies have less than 50 employees. 


Almost all of these companies are Canadian-owned. 


Trade and Protectionism 


Table 1 illustrates the levels of Canadian exports and imports with 
the United States for 1978 and 1983 as well as our overall trade 
balance. From this table, it is obvious that Canada is highly dependent 
on export trade in the fish and fish products sector. As is noted in 
the Fisheries Council of Canada's brief to the Commission, the dominance 
of the United States as our number one trading partner in seafood cannot 
be overlooked. The United States market is vital to the continued 
existence and viability of the Canadian industry, especially in the 


Atlantic Provinces. 


In both 1978 and 1983, there was a substantial trade surplus for 
the overall sector. That surplus increased by nearly $75 million in 


real terms from 1978 to 1983. The only sub-sector where there was a 
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Table 1 
Canadian Trade with the United States, 1978 and 1983: 
Fish and Fish Products Sector 


($ Canadian thousands) 


Canadian Exports Canadian Imports Trade Balance 


Sub-Sector | 1978 19782 1983 19781 19782 1983 19782 1983 


Fish sali 581 542,782 576,100 | 41,495 65.553 78,012 |477,229 |498,088 
Fresh, 
Chilled or 
Frozen 

Fish 40,215 Oosnon 48,426 1,479 1,644 | 62,052 | 46,782 
Smoked, 
Dried, Salted 
or Pickled 


Fish 10,756 16,992 13,805 13,645 21,556 23, 098 (4,564)] (9,293) 
Canned 


Shellfish 149, 024 | 024 | 235,425 425 313,274 | 274 | 83,032 032 | 131,172 | Ti2 131,159 | 159 104, 253 | 253 182,115 | 115 

Other Fishery 4, i ail bia dl 088 a. aia rT, Belaied ian Eta 5, ee Eel Vi 
Food and Feed 

Fish and Marine 3,154 4,983 3,.014 305 4,618 2,79 
Animal 071 


mn a a a Se ae esse 
SS SS SSS SS SS SS Sa SS SS SSS SS SS 


SECTOR TOTAL Ly hay abe) 870,803 {960,099 |140,321 Co OT Ome ZO0s 021 | Ota eum es. 


tatistics Canada, External Trade Division, Annual (Raw Customs Basis), 1984. 
.. Current dollars. 


’, Constant dollars expressed in 1983 values. Refer to Table 3 in “Overview" for calculations of 
constant dollars. 
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trade deficit in both years was the canned fish industry where the 
deficit increased by some $5 million over the period. There are 
basically two reasons why there was a deficit in the canned fish 
industry. First of all, almost all of our canned tuna is imported. A 
very small percentage of the market is serviced by StarKist in New 
Brunswick, which is a subsidiary of a larger American company from 
California. Only about 750 tuna fish are caught per year in the 
Atlantic since most tuna is not found within the Canadian zone of the 
200-mile limit. Secondly, specialty canned shellfish items such as 
smoked oysters and baby c’ams are exclusively imported, particularly 
from Southeast Asian countries such as Korea and Taiwan. Although many 
of our canned products are imported from the U.S., the majority are 
initially imported from Third World countries and reach Canada via the 
U.S. The only offset in the Canadian canned fish industry is salmon. 
Abo''t 40 per cent of Canadian production of canned salmon is exported. 


The remaining 60 per cent is for domestic consumption. 


In terms of the overall balance of trade, the fresh, chilled, and 
frozen fish sub-sector clearly has the strongest export capability. It 


accounted for well over 50 per cent of Canadian exports to the 


United States in 1983, 


Table 2 details the levels of Canadian tariffs on a sub-sector by 
Sub-sector basis. As one would expect, the level of tariffs has 
generally decreased from 1978 to 1983 and further decreases will occur 
up until 1986. The tariffs range from averages of 6.2 per cent for the 


canned fish sub-sector to 10.9 per cent for fish and marine animal oil. 
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For the fresh, chilled, or frozen fish sub-sector, the tariff is 10.8 
per cent. This is fairly high but in 1983 only $374 thousand of duty 
was collected out of a total import trade of $78 million. Highly 
processed fish such as sticks and portions which have high tariff rates 
are included in this sub-sector which accounts for the higher average of 
10.8 per cent. The amount of duty for the other sub-sectors is also 
very low. Thus, even though the tariff may defer trade on some 


individual products, it is generally insignificant in the aggregate. 


Table 3 comparatively lists Canadian and American tariffs on a 
number of common fish and fish products. As is illustrated, the 
Canadian and United States duties are similar, especially since most 
products enter both countries duty-free. In the case of blocks, 
however, the tariff rate is 6.5 per cent for Canadian imports while the 
United States imposes no duty. For breaded/portions/sticks, the duty is 
relatively high on both the Canadian and American sides of the border 


but the American tariff is slightly lower. The same is true for crab. 


Few non-tariff barriers exist, however, there are inspection and 
health standards. Generally, imports to Canada have to meet the same 
Standards as those applied to Canadian produced products. This is 
usually not a problem with imports from the U.S. but does cause some 
Problems for countries which do not have similar inspection laws (i.e., 
Third World countries). In the U.S., the New England Council uses 
possesion limits on a number of fish species. Officials from the 


Department of Fisheries and Oceans see potential for these limits to be 


enforced. In the case of scallops, U.S. regulations require Canadian 


ype 


Table 3 
Selected Products in the Fish and 


Fish Products Sector: Canadian and United States Tariffs, 1984 


Canadian American 
Product Tariff Tariff 


Shrimp Free Free 


Free 


|Shellfish 
(scallops) 


| Breaded / 10% ad .4val’. 
Portions/ 
Sticks 
Crab 7.5% ad. val. 
Blocks Free 


Tuna, packed 35% ad. val. 
or preserved 


in oi] 


Fisheries Council of Canada; Internation-1 Customs Tariff Bureau, 

International Customs Journal, United States of America, No. 21 
edition), -84; and Revenue Canada Customs and Excise, Customs 

Tariff, Departmental Consolidation, 1984. 
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caught scallops under a certain size to be imported with an agreed upmn 
certificate. This regulation has not yet affected trade in Canadian 


Scallops but the regulation could be used as a trade barrier. 


Industry officials feel that, in general, the industry faces a 
tremendous amount of ad hoc protectionist activity initiated by 
United States fishermen. Canadian exports have been countervailed four 
times in the last decade. Further countervailing is again a possibility 
Tor 1985: Further trade protectionist activity may emerge from the 
recently announce~ Georges Bank decision by the World Court. The loss 
of claimed territory coupled with declining resources in U.S. waters 
have forced American fishermen to seek trade barriers against Canadian 
fishery products as a possible solution to their problems. This kind of 
protectionist activity, it is argued, must be halted if negotiations for 


a free trade agreement are to be initiated. 


Impact of Free Trade 


Most fish and fish products that are imported from the 
United States into Canada are duty-free. As well, most Canadian exports 
enter the United States free or at low tariff levels. The only 
exceptions are value-added products such as fish sticks and breaded 
portions. Because Canada, owing to its export advantage, would benefit 
from a free trade agreement with the United States, the Fisheries 
Council of Canada, *he organization which represents the interests of 
the commercial fishing industry in Canada, supports an FTA with the 


United States. However, the British Columbia Fisheries Council which 
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represents salmon processors foresees considerable dangers if the tariff 
on canned salmon is eliminated (i.e., imports of cheaper canned salmon 


from Alaska and tuna from the U.S.). 


Such an agreement with the United States would probably have little 
immediate impact on Canadian production. In terms of access to the 
American market, Canada should benefit since the Canadian industry would 
be able to produce value-added products for export. At present Canada 
ships mainly frozen fish to the United States where it is processed into 
sticks and portions for sale. However, American firms in the retail 
value-added market are big and they may not permit Canadians to enter 
the market directly. Free trade with the United States would not 
improve economies of scale at the harvesting or at the production level 
since the constraint is the size of the resource (i.e., the amount of 
fish), not the market. Free trade would, however, change the 
distribution and retail markets if the large U.S. firms which dominate 


the industry would allow Canadian firms to compete with them. 


Conclusion 


A free trade arrangement with the United States would not pose 
competition problems for the Canadian industry. Competition in 
value-added products like sticks and portions would increase but this 
would be more than offset by the value-added products that could be 
produced in Canada an“ exported to the United States under an FTA. 
Canada currently sells commodity products such as cod blocks because 


these enter the U.S. duty-free. Canada then imports the finished 
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products from the U.S. In some instances, the big Canadian companies 
have set up processing companies in the U.S. in order to get around the 
tariff. Under an FTA, Canadian companies could process the fish here 
and sell the finished product directly in the U.S. market. There would 
be some adjustment problems in terms of loss of jobs but there is a 
general consensus within industry and government that the survival of 
the Canadian fishing industry would not be jeopardized under an FTA with 
the United States. One official from the Department of Fisheries and 
Oceans was, however, non-committal in his assessment of the impact of a 
free trade agreement with the U.S. on the fish and fish products 
sector. He argued that it is impossible to predict the effect of free 


traué on competition and labour until more extensive analysis and 


researcn is done. 
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Appendix 


Fish and Fish Products 


Sector Definition by Canadian International Trade 


Classification Commodity Codes* 


Import 
Sub-Sector Commodity Code 
Fish: Fresh, 
Chilled or Frozen 030,039 
Fish: Smoked, 
Dried, Salted or Pickled 041-043 
Fish: Canned 044 
Shellfish 046 
Other Fishery Food 
and Feed 049 
Fish and Marine 
Animal Oi] 39299 


Export 


Commodity Code 


031-039 


041-043 
044 
046 


049, 29193 


B22 


* Data extracted from Statistics Canada, Imports (and Exports) 
Catalogue 65-203 and 65-202. 


Merchandise Trade, 1978 and 1983. 
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FORESTRY PRODUCTS 


Description 


Forestry has been a dominant industry throughout Canadian history, 
from the initial development of East Coast forests to provide timber for 
shipbuilding to the diversified, export-oriented manufacturing 
industries of today. The forestry products sector can be divided into 
two major sub-sectors: cr'de materials, which in trade terms involves 
the export and import of raw logs, and fabricated materials which 
represents the bulk of the sector and includes such commodities as 
lumber, plywood and pressed wood, other wood products, and all of the 
products of the pulp and pater industry. With minor variations (such as 
the existence of industry associations which are pro.uct-based rather 
than raw material-based, e.g., the Canadian Window and Door 
Manufacturers Association includes products made of aluminum and plastic 


as well as wood) our commodity-based definition is widely accepted. 


There are a number of features which distinguish the forest 
industry. For our purposes the key attribute is the position as the 
dominant export sector. Over 75 per cent of Canada's $15.4 billion 
trade surplus in 1983 came from the sale of forestry products. Softwood 
lumber, woodpulp and newsprin* account for approximately 85 per cent of 
Canada's forest products ~“poms (and 60 per cent of dorestic 
shipments). These three commodities are also important in terms of 
world trade and production. In 1980-81, Ca**dian softwood lumber 


«ccounted for 13 per cent of wild vwroduction and “4 per cent of world 
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exports while woodpulp represented 14 per cent of production and 

33 per cent of exports. The comparable figures for newsprint were 

32 per cent and 61 per cent. It is important ‘o note that trends in 
these statistics are in different directions with Canadian lumber's 
share growing over time, newsprint's declining (as new processes pave 
the way for new market entrants). The export share for woodpulp has 
stayed relatively constant and while production share has declined, 


Canada remains the world's number one producer. 


The second major characteristic of the forestry sector (which sets 
it apart from all the other sectors), is its regional importance. 
Forest industries are significant employers in all regions, provide an 
important source of revenue for several provincial governments and serve 
as the sole industrial base for about 300 towns across the country. In 
Britist: Columbia and New Brunswick forestry products production accounts 
for over 20 per cent of gross provincial product and is significant in 
Several other provinces. In terms of manufacturing production, forest 
products provide over 50 per cent of B.C.'s output and about one-third 
of production in the Maritimes, as well as being the largest 
manufacturing activity outside of the metropolitan areas in both Ontario 


and Quebec. 


Aside from its undisputed economic and geographic importance there 
are a number of features which focus public attention on the sector: 
forests are the dominant ground cover and thus highly "visible" making 
them more susceptible to a census-type inventory than underground 


resources; the Crown land tenure system in much of the country focusses 
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greater attention on resource use than do systems of private ownership; 
and the manufacturing processes in the fabricating sub-sector are widely 
understood, unlike some other industrial processes such as smelting 


ores, producing plastics or fabricating steel. 


While there are more than 5,000 firms in the sector, forestry is 
characterized by its diversity. Close to half of the firms are smal] 
logging contractors and other small operations are concentrated in 
Sawmilling activities and in small scale, protected end-product 
processing such as cabinet making and some types of converted paper 
Production. The distribution of companies reflects capital and 
technological requirements and optimal firm size necessary to achieve 
economies of scale. For example, there are many small shingle and shake 
manufacturers which are highly competitive, exporting 90 per cent of 
their production to the U.S., because of limited capital costs and a 
high quality resource. On the other hand, newsprint manufacturers are 
Capital and technoliogy-intensive to compete in world markets and, thus, 
there is a high level of concentration with a few firms responsible for 


a majority of output. 


There has been a major trend toward horizontal and vertical 
integration with geographic diffusion of activities to utilize new 
resources; to offset regional cyclical swings; or to take advant>ge of 
transportation and production economies and market opportunities, joint 
marketing and cooperative resource utilization among smaller firms, and 
integration of logging and manufacturing operations by large eastern 


Canadian producers. The latter point reflects the diversity of the 
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sector and the pitfalls of generalization. Ironically, B.C. producers 
are moving toward more contracting out of logging for reasons of lower 
cost and to avoid further traumatic corporate read ustments which the 
1982-84 recession necessitated. (Only in the pulp and paper industry is 
there significant integration between primary and secondary 
manufacturing. This has important implications for assessing potential 
impacts of free trade, since the secondary manufacturing in the wood 


products industries tends to be small scale and non-integrated. ) 


Pulp and paper is the major industry in the sector, accounting for 
more than 60 per cent of total exports and shipments. Newsprint and 
woodpulp are the major components of pulp and paper with over 
90 per cent of such production being exported. Other papers and paper 
products are produced almost entirely for the domestic market with less 
than 15 per cent of 1980 shipments exported. Lumber is the majer 
component of the wood industries, providing about half of wood shipments 


and over 80 per cent of exports. 


Levels of foreign ownership are not high relative to other resource 
sectors such as metals and minerals, energy and chemicals. For most of 
the sector intra-corporate trade is negligible, however, there has been 
some backward integration into Canadian production by foreign 
corporations. Trade liberalization could change the direction of this 


phenomenon. 


The forest products sector employs more than 300,000 people 


directly and another 700,000 indirectly -- that is, one Canadian job in 


S552 


ten is dependent on the sector. Moreover, in addition to the economic 
dependence of one-industry towns, entire regions are beholden to the 
forest industry for employment. For example, two-thirds of the jobs in 
Northern Ontario are said to be forest-related. The industry in British 
Columbia accounts for about one-third of direct sector employment 
(comprising almost 7 per cent of the provincial labour force). Ontario 
and Quebec each have about one-quarter of sector employment. The most 
labour intensive components of forestry are logging (50-60,000 
employees) and millwork (20,000). The 1982 distribution of the labour 
force within the sector was pulp and allied industries (45 per cent), 


wood industries (39 per cent) and logging (16 per cent). 


The forestry labour force is quite highly unionized, particularly 
in the large integrated firms. Predictably, the level of unionization 


is directly related to firm size. 


Trade and Protectionism 


Table 1 reveals the magnitude of Canada's trade with the United 
States. Canadian exports in 1983 accounted for 88 per cent of the 
$10.67 billion trade turnover, producing a trade surplus of $8.26 
billion. Nominal trade surpluses grew in every commodity group, with 
the most spectacular rises coming in newsprint where the surplus grew by 
almost $1 billion. However, in real terms trade balances worsened in 
all major categories with the largest decline in lumber trade. Among 
the contributing factors were the decline in U.S. housing starts; the 


protracted recession, particularly in B.C.; Canadian dollar appreciation 
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against European currencies; and growing non-tariff protection. We have 
included plywood as a separate category in order to illustrate the 
impact which a tariff may have on trade. The high tariffs wnich both 
the U.S. (20%) and Canada (15%) impose on plywood imports serve to 


severely impede trade. 


Table 2 illustrates the levels of protection placed on imports to 
Canada. For the major items (i.e. lumber, woodpulp and newsprint) 
which make up over 80 per cent of Canada-U.S. trade, the exchange is 
virtually duty free. On the Canadian side, tariffs are only significant 
on the more highly processed fabricated and end goods, as well as on 
plywood. While the duties have declined since 1978 in line with the 
Tokyo Round accords, they still represent significant percentages (and 
revenues). Because of the minimal duties collected on the major trade 
items, the duty collected as a percentage of total imports is now down 
to just over 4 per cent. However, where duties are still collected, 
especially on paper products, they act as a significant barrier to 
trade. As one might predict from the figures in Table 2 there are 
differences of opinion on the advisability of further reductions in 


tariffs. 


Much of the strength of Canadian forest products' export 
performance over the past five years must be attributed to the decline 
in the value of the Canadian dollar against its American counterpart, 
reinforced by the strength of the Canadian dollar vis a vis the 
currencies of other potential trading partners. However, the dependence 


on the U.S. market, the rise of protectionist fears and the uncertainty 
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Table 3 


Selected Products in the Forestry Products Sector: 
Canadian and United States Tariffs, 1984 _ 


Product ‘Canadian American 
Tarntth Pr idtitt 


id 


Plywoud - Softwood 


| Birch | 10. 6% 4.7% 
Har swood_{ Wa} nut : Vabelew! 


Oak, Maple, etc. 
Wooden Windows ' 
Wallpaper 


Linerboard 


rr | 


Revenue Canada, Cus‘oms av Excise, Custo,,. laniff, Det artmental 
Consolidation, 1984; International Custous Tariff Bureau, Internatiénal_ 
Customs Journal, United States of America, No.2), (16th edition), 
19933045 
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engendered by a string of legal and legisla*ive accions in the U.S. has 
heightened Canadian interest in securing some sort of guaranteed market 
access. Historically, neither species of tree nor man recognized the 
political-economic separation imposed by the border. The industry 
developed in the nineteenth century on a north-south axis and even today 
about 2 per cent of the North American softwood log production is cut in 
the U.S. and processed in Canada. (While much of this import trade is 
chip logs, some becomes lumber which finds its way back to them aSe) 
The unsuccessful countervail action against Canadian softwood exports 
last year revived memories of earlier U.S. actions such as the Dingley 
fariff of 1897 which ended three years of virtually free trade in forest 
products, and the United States Revenue Act of 1932 which reduced B.C. 


exports of lumber by more than 90 per cent in one year. 


Most of the U.S. complaints about Canadian non-tariff barriers 
focus on government actions, most recently on the provincial collection 
of stumpage fees which are believed to be so low that they constitute an 
unfair advantage for Canadian producers. There are also outstanding 
grievances over regional development policy in Eastern Canada and the 
program which saw the federal government spend close to $300 million on 
the modernization of pulp and paper plants. While there are a number of 
Crown corporations active in forestry, only Domtar is large enough to 
attract interest and its behaviour under Quebec government control has 


not deviated significantly from other Canadian competitors. 


On the Canadian side there are a number of NTB complaints, 


including questions on the U.S. treatment of freight and transportation 


ed Pe 


costs for customs valuation purposes; state and federal "Buy American" 
provisions (for example, on federally funded housing); building codes 
which do not recognize the structural properties of Canadian waferboard; 
existence of different grading systems for specialty wood products 
administered by various trade associations; and requirements for marking 
plywood with country of origin. While most of these complaints might be 
Classified as irritants, the major concern for Canadian exporters is the 
uncertainty created by the possibility of some legislative action. In 
early 1985 there was a bill tabled in the Congress which would limit 
Canadian lumber, siding, shingles and shakes, and particleboard imports 
to the U.S. to 25 per cent of the U.S. domestic market (down from the 

30 per cent which Canadian exports now hold). This action has now 
evolved to discussion of 20 per cent of U.S. domestic markets, DY 
region. (In some regions, Canada now supplies up to 70 per cent of the 


market). 


Impact of Free Trade 


A bilateral free trade arrangement with the U.S. would have limited 
impact on the competitiveness and industrial structure of Canada's 
primary export commodities (lumber, pulp, and newsprint) because these 
Products already trade virtually duty free and the industries are 
world-scale in order to compete internationally, even though the 
dominant markets are American. The certainty created by an agreement 
would probably provide the necessary incentives for some further 
rationalization of production and new investment. For Plywood, free 


trade would confirm the decline of the West Coast industry. It should 
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be emphasized that major adjustments have already occurred as a result 
of the recession. This particular segment of the industry has been 
severely harmed by the tariff which prevented necessary specialization 
and reduced the incentive to keep plants effficient. (In its brief to 
the Commission, Regional Council No. 1 of the Internationa] Woodworkers 
of America argues that the tariff has been detrimental to the Coast 
plywood industry and may have encouraged some companies to invest 
outside Canada.) In concert with this regional adjustment there would be 
continuation of the trend away from plywood production in favour of 
waferboard, which shares the structural properties of plywood but is 
much cheaper to manufacture. Unfortunately, this would have some 
negative impacts on labour because waferboard production is less labour 
intensive. However, the adjustment could be gradual and the export 
potential of waferboard could produce significant net increases in 


employment. 


It is probable that the lumber industry will undergo some 
restructuring, albeit only partially due to potential free trade. 
Government officials suggest that of the 3000 sawmills in Canada, only 
about 300 (which account for 85 per cent of production) are efficient. 
Industry representatives dispute this contention, claiming that far more 
are efficient when one considers resource base and other cost factors. 
In addition, many sawmills only serve local markets, a fact that will 
not change under free trade unless there are major reductions in 


relative costs of transport. 
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Shingle and shake production would be minimally affected by free 
trade since 95 per cent of production already goes to the US. The major 
impact of free trade on the wood industries would likely fall upon the 
millwork manufacturers (windows and doors, flooring, mouldings and 
Cabinets). The small, protected, labour-intensive operations would be 
under strong pressure from larger, more capital-intensive 
manufacturers. One of the industry spokesmen voiced the fear that the 
large American producers would "cherry-pick", i.e., increase their 
production marginally in order to skim the bulk of the Canadian market, 
leaving only the "pits" for the domestic producers. However, there 
should be ample opportunities for some small producers to carve out a 
regional market niche. There is no doubt that major capital investments 
would be required in order for much of the industry to survive, but it 
should be feasible to phase in the adjustment so that the smal] 
manufacturers are not immediately destroyed. Regionally, the greatest 


impact will be in Quebec where the smallest producers are concentrated. 


While the industrial structure of the pulp and newsprint 
Sub-sectors should not change, there will still be adjustments for these 
industries. For example, as previously mentioned, it is possible that 
the trend toward backward integration into pulp by foreign companies 
wili be offset by forward integration into paper production by Canadian 
producers. Newsprint production requires further investment to become 
more efficient in the face of more competitors, uncertain future demand 
and higher cost structures (e.g., recent findings suggest that newsprint 
wood costs are 40 per cent higher and labour costs are 20 per cent 


higher than in the U.S, -- based on a $US 0.78 Canadian dollar). 
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Perhaps the greatest adjustment in the paper industries will be faced by 
the various manufacturers of fine papers. Even now major challenges are 
being confronted in attempting to accomodate the changes of the Tokyo 
Round. The companies in this industry are characterized by a lack of 
specialization which has resulted in a range of production grades of 
paper which is about the same as for the U.S. industry. Much of this 
segment of the pulp and paper industry is located in Quebec and the 


Maritimes. 


The major changes for labour are likely to be experienced in the 
provinces east of Ontario (with the exception of the major on-going 
adjustment in the B.C. Coast plywood industry). This is the case 
because it is in these areas that many of the small scale, inefficient 
producers are located and, in addition, because these are the areas that 
must compete with the lowest cost production in North America which is 
situated in the south-eastern United States. In pulp and paper, there 
is likely to be a major change in the way that wage rates are 
determined. Traditionally in Canada, pulp and paper wages have followed 
the trend set by the highly paid coastal forest industry in B.C. 

However under free trade, industries in eastern Canada would be 
competing directly with south-eastern U.S. producers. Industry 
representatives argue that the relevant wage comparison will become the 
lower U.S. rates. It remains to be seen how successful labour 
negotiators will be in disputing this contention with arguments about 


the higher quality wood fibre in Canada and the cheaper energy costs. 
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Adjustment to meet world markets in many cases requires massive 
capital investments to realize economies of scale. The current 
uncertainties created by the often arbitrary imposition, or the 
threatened use, of NTBs means that companies are reluctant to make the 
nesessary commitment. Thus, free trade could have the effect 
(particularly in pulp and paper) of making Canadian production more 
competitive internationally. In a limited way, it is possible to 
diversify trade through a free trade agreement by establishing the 
conditions necessary for drawing out the investment. The fact that 
about half of the paper-making machines in Canada pre-date 1950 (versus 
about 25 per cent in the U.S. and 5 per cent in Scandinavia), indicates 


that there is considerable scope for gains through new investment. 


The possibility of disinvestment will depend on production 
economics, new investment requirements and relative transportation costs 
for various levels of production. For some commodities, like plywood, 
the cost of rail transport has risen to levels where markets are highly 
regionalized unless water transport is feasible. It is unlikely that 
much disinvestment will occur, however, new investment may concentrate 
on more capital intensive activities (e.g. market pulp production) 
rather than labour intensive activities (e.g. fine paper production). 
Canadian direct investment in the U.S. was $1.4 billion in 1980 and it 
1s important to remember that most Canadian and American foreign 
investment is in areas of the forest industry where trade is virtually 


tariff free at present. 
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Because the forest industry is predominantly rural in plant 
location, the impact of free trade would be concentrated regionally in 
areas where the industry is the primary or even sole employer. The 
major impacts are likely to fall on Quebec and the Maritime provinces, 
as well as on some millwork producers in B.C. Readjustment problems are 
likely to be significant for a number of labour intensive operations. 
However, these changes are occurring incrementally, in any case, as a 
result of Tokyo Round tariff reductions and physical plant obsolesence. 
The keys to satisfactory adjustment will be skills retraining to respond 
to lower labour demand in existing plants and a gradual decline in 
protection to prevent a surge of imports from wiping out small producers 


in the short run. 


Conclusion 


While most of the activity related to free trade will occur at the 
margin in trade terms, the parts of the sector potentially affected are 
major employers and have a regional influence disproportionate to their 
relative economic importance. The impacts will be differential both 
regionally and industrially among sector components, thus it is not 
surprising that no consensus exists on the advisability of free trade 
arrangements. Department of Regional Industrial Expansion surveys 
reveal that there is not a lot of support in the industry for free 
trade, although industry representatives have often emphasized the need 
to reduce the uncertainty of arbitrary application of NTBs. The 


Canadian Pulp and Paper Association (CPPA) encourages any initiative but 
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favours a multilateral approach. This view is probably not shared by 


the smaller paper producers who are not members of the CPPA. 


Trade liberalization would expedite the rationalization of 
inefficient segments of the forest industry and provide market access to 
large and growing U.S. markets. Canada has not been securing a 
proportionate share of U.S. market growth recently. Furthermore, three 
other features of Canada's forest trade with the U.S. cause concern. 
BACs Ueet Dem ascents becoming more self-sufficient and internationally 
competitive in the very products which are Canada's major exports, 
Signalling the need to be as efficient as possible. Second, there are 
serious concerns about the resource base and the ability to sustain 
current production levels (let alone increase production to meet new 
demand). Our future trade constraints may not be demand but 
Supply-related. Finally, Canada is becoming increasingly dependent on 
U.S. trade in a number of commodities. For example, in the first nine 
months of 1984 newsprint exports to Europe dropped 20 per cent while 
those to the US increased by 12 per cent, largely due to the combination 


of exchange rates and new EEC import quotas. 


Clearly, there is a need for action to address the problems and 
prospects of the sector. It seems prudent to act rather than waiting 
for inevitable incremental change over which little control and 


direction are possible. 
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Appendix 


Forestry Products 
Sector Definition by Canadian International Trade 
Classification Commodity Codes* 


Import Export 

Sub-Sector Commodity Code Commodity Code 
Crude Materials 231,238 231-239, 29179 
Lumber Bod 331 
Plywood 338 338, 33995 
Woodpulp 340 340 
Newsprint 351 35109, 29130 
Paper and Paper Products 352-359, 29139 35115-359, 29140 
Other Wood and Forestry 

Fabricated Materials 333-337,339 Se relay 
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* Data extracted from Statistics Canada, Imports (and Exports ) 
Merchandise Trade, 1978 and 1983. Catalogue 65-203 and 65-20°. 
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METALS AND MINERALS 


Description 


The metals and minerals industry has been known traditionally for 
its "“boom-or-bust" nature. The Canadian sector, while making reasonably 
successful adjustments to even out the troughs and peaks of such cycles, 


is still affected by this international pattern. 


The sector definition used here, which is based upon Statistics 
Canada data, divides the metals and minerals sector into two groups: 
crude materials and fabricated materials. The crude materials 
sub-sector includes such items as metal-bearing ores, concentrates and 
scraps as well as non-metallic minerals. The fabricated materials 
sub-sector includes iron and steel products; non-ferrous metals, 
including alloys; bolts, nuts, nails, screws and basic hardware; cement 
a-d concrete basic products; and other metal fabricated and non-metallic 
basic products. This definition includes more of the production process 
than does the definition used by the Mining Association of Canada. 

While this organization would include “shapes and forms" in its sector 
definition, it would not include hardware. Its definition would also 


include coal, which this study treats as part of the energy sector. 


One unique feature of this sector is its high level of Canadian 
ownership. Over 70 per cent of firms are Canadian-owned. Ninety-five 


per cent of steel-producing companies are domestically-owned, including 
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Stelco, Dofasco, Algoma Steel Corporation, Sydney Steel Corporation, 


Interprovincial Steel and Pipe Co. Ltd. (Ipsco), and Sidbec-Dosco. 


Canada's resources in metals and minerals are widely dispersed. 
Tne three largest procuding provinces, Ontario, British Columbia, and 
Quebec, had outputs of $3.5 billion, $2.1 billion and $1.9 billion 
respectively in 1983. Alberta, Saskatchewan, Newfoundland, and the 
Northwest Territories produced approximately $1.2 billion, $1.1 billion, 
$690 million and $532 million. Collectively, the provinces of 
New Brunswick, Manitoba, Nova Scotia, Prince Edward Island, and the 
Yukon Territory accounted for the remaining $1.3 billion or 


10.6 per cent of Canadian production ($12.3 billion). 


The mining, or crude materials sub-sector is very sensitive to 
changes in international supply and demand of its products. The 
recession of the early 1980s severely affected the Canadian producers ' 
ability to sell. Before 1982, the capacity utilization rate was about 
90 per cent, but it has now dropped to below 70 per cent. This 
limitation, in combination with the increased mineral production from 
less-developed countries, has forced companies in this sector to 
rationalize their operations through plant closures, layoffs, and by 


improving efficiency in the remaining plants. 


The Department of Energy, Mines and Resources in “The Canadian 
Mineral Industry, Monthly Report", indicated that employment in 1983 for 
the metals and minerals sector was 410,700 persons, which is up from the 


1982 figure of 352,300. Employment in the mining industry in 1983 was 
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97,700 persons, while employment in smelting and refining, iron and 
steel mills, and other primary metal production totalled 104,400 
people. Metal fabricating employed 159,900 people, and nonmetallic 


mineral fabricating employed 48,700 workers. 


A significant distinction in firm size can be made between the 
companies that explore for minerals and those that fabricate metals and 
alloys. Independent exploration companies tend to be small, high-risk 
ventures, while the fabrication-oriented companies are often large and 


vertically-integrated. 


Special attention must be paid to the production of ferrous and 
non-ferrous metals. Steel is the main product of ferrous metal 
production, while the major Canadian non-ferrous metal commodities are 
aluminum, copper, lead, nickel, and zinc. In general, the value per 
unit of weight for non-ferrous metals is greater than for ferrous 


metals. 


Steel can be divided by type into carbon steel and specialty 
Steel. The larger industry in Canada by far is the carbon steel 
industry, which is predominantly Canadian-owned. It produces: (a) 
rolling mill products (bars, plates, sheets, strips and structural 
Shapes) which are used for the automotive and construction industries 
and by pipe and tube manufacturers; (b) pipes and tubes, which are used 
by the oil and gas utilities, plumbing, and chemical process industries 


as well as for rural, agricultural and electrical construction purposes, 


Se 


and (c) wire products (wire of all gauges, woven and welded mesh 


products, staples and nails). 


The specialty steel industry is considered to be almost separate 
from the carbon steel industry because of its different raw material 
requirements and market orientation. This industry incorporates other 
elements (e.g. ferro-nickel) into the metal to render them stainless, 
heat-resistant, or suitable for the production of tools and dies. 
Employment in specialty steel is much lower (roughly 2,500) since only 
two firms operate in Canada: Atlas Steel (a subsidy of Rio Algom Ltd.) 


and Slater Steel (54 per cent owned by British Steel Corporation). 


Canada is the world's largest mine producer of zinc and nickel, 
second in molybdenum, columbium, selenium, titanium and uranium, third 
in lead and silver, and fourth in copper. Canada does not produce 
bauxite, a key raw material for aluminum production. Bauxite is mined 
in countries such as Guyana, Jamaica and Australia and is shipped to 
Canada either in the natural state or in a processed form as aluminum 


oxide (alumina) for smelting. 


The major firms in the non-ferrous metals sector are: Inco and 
Falconbridge which produce nickel and copper; Noranda which produces 
lead, copper and zinc; Texasgulf which produces copper and zinc; Hudson 
Bay Mining and Sherritt Gordon which produce copper and zinc; and 
Cominco which produces zinc and lead. Aluminum is processed by both 


Alcan and Reynolds. 


ay ftn 


Mines are generally located in remote areas, and consequently the 


companies have some difficulty in attracting sufficient skilled labour. 


As in the steel industry, the smelting and refining processes are 
highly capital and energy-intensive. The firms that specialize in this 
“spect of the sector are large and integrated, and some (e.g. Alcan, 


Falconbridge, Inco) have metal and mineral interests in other countries. 


The economic problems that affected the ferrous metals industry 
have also troubled the non-ferrous metals industry. Copper-producing 
firms have been very sensitive to downward pressures on price created by 
copper from less-developed countries, especially Chile and the 
Philippines. Their reactions to the problems have been exactly the 
Same: plant closures, layoffs and rationalization of production 


processes. 


Trade and Protectionism 


Table 1 illustrates the huge volume of trade in metals and minerals 
between Canada and the United States, clearly demonstratjng its 
importance to the overall Canadian economy. In 1978, the metals and 
minerals sector registered a substantial trade surplus of $4.1 billion. 
The trade surplus decreased to $2.7 billion in 1983. Of these amounts, 
the fabricated materials sub-sector had a trade surplus of $2.8 billion 
in both 1978 and 1983, while the crude minerals sub-sector posted a $97 
million deficit in 1983 down from a $1.3 billion surplus in 1978. The 


decrease in the trade balance in the crude minerals sub-sector can be 
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partly attributed to the increase in imports of metal-bearing ores, 
concentrates and scrap and the subsequent decrease in the trade balance 
from a surplus of $1.2 billion in 1978 to a $139 million deficit in 
1983. The huge surplus in the fabricated materials sub-sector can be 
accounted for primarily by the surplus in non-ferrous metals and iron 
and steel products in both years. The surplus in iron and steel 


Products decreased from $1 billion in 1978 to $778 million in 1983, 


The overall sector showed a decrease in exports (in dollar values) 
and a slight increase in imports from 1978 to 1983. For 1978, Canadian 
exports exceeded Canadian imports by a ratio of 2 to 1. In 1983, the 
margin between exports and imports decreased slightly but exports still 
exceeded imports by over $2.6 billion. The contribution of export trade 
in the metals and minerals sector to Canada's overall trade surplus is 


considerable. 


Table 2 reviews the levels of Canadian tariffs on a sub-sector by 
sub-sector basis. On those products that are dutiable, tariffs for all 
Sub-sectors are quite high, ranging from 5.8 per cent for non-ferrous 
metals to 14.1 per cent for bolts, nuts, nails, screws and basic 
hardware. These tariffs are for 1983 and have decreased slightly since 
1978 due to the Tokyo Round of the GATT. The average tariff for the 
metals and minerals sector is 10.1 per cent for 1983, a decrease of over 
2 per cent since 1978. However, only $143 million in duty was collected 
on $4 billion in imports in 1983. $142 million of this duty was 
collected in the fabricated materials sub-sector; the remainder was for 


Crude minerals. As can be determined from the table, much of the 
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sector's imports erter Canada duty-free. The dutiable goods, however, 
are subjected to relatively hign tariffs and are an irritant, especially 


CoetheLves: 


Table 3 lists comparative Canadian and American tariffs on a number 
of common metals and minerals products. While there is some congruency 
On several of the items listed in the table, there are others in which 
the difference between the Canadian and American tariff is substantial. 
Barbed wire, for example, enters the U.S. from Canada duty-free. The 
Canadian tariff, on the other hand, is 8 per cent for American exports 
of barbed wire. For magnesium, the gap between the two countries is 
also significant. Canada imports magnesium from the U.S. at a duty rate 
of 4.5 per cent. The American tariff is substantially higher at 13.5 
per cent. The tariff is considered a major irritant during sales 
negotiations and the only Canadian producer of magnesium in Canada feels 
that removal of both the Canadian and American tariff would be 
beneficial to the industry.* There is also quite a substantial 
difference between the Canadian and American tariff for thumb tacks. 

The Canadian tariff is 9.7 per cent higher than the American tariff. It 
appears that for crude metals and minerals, the tariff is either free on 
both sides or the Canadian tariff is substantially lower (i.e., 
magnesium). In the case of fabricated or end-use metals and minerals 
products, the reverse appears to be true--the Canadian tariff is higher 


than its American counterpart. 


* Information obtained at DRIE. 
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Table 3 


Selected Products in the Metals and Minerals Sector: 
Canadian and United States Tariffs, 1984 


a 
“1 


ae 


rr = 
Product (American Description) _| Canadian Tariff | American Tariff . 


Sand, crude or manufacture’, 
and gravel: Sans contaning 
by weight 95% or more of 
silica and not more than £.6% 
of oxide of iron. Free 12¢/ton 


Other Free Free 


Asbestos, not manufactured, 
asbestos crudes, fibers and 
Stucco, and asbestos sand and 
refuse containing not more 
than 15% by weight of forei7n 


matter. Free Free 
Barbed wire 8. 0% Free 
Thumb tacks, of copper ies ly4 Sd So N TS 
Magnesium 4.5% 13257 
Wood screws, of iron or screl 15.67 12.57 


Cutsedatis 201, 1rOn OFustel, 
of one-piece constructicn, 
not over 2" in length ; 43¢/100 Ibs. 3.4% ’ 


= Salih ea 


Revenue Canada, Customs *nd Excise, Custors Tariff, Departmental 
Consolidation, 1984; International Customs Ta'iff Bureau, ‘International 
Customs Journal, United ‘St-tes of America, No. 21 (16th ecjtTon), 
T983-84 
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There was almost unanimous agreement within the metals and minerals 
sector that the number of Canadian non-tariff barriers was minimal. One 
government official cited the federal go‘’ernment Frigate Program as a 
possible example of an NTB. Under this *rogram, preference is given to 
Canadian companies who compete for contracts. The chances of 


foreign-owned companies obtaining contracts are usually minimal. 


The major NTB on the American side is the federal Surface 
Transportation Assistance Act (STAA). This Act deals with federally 
funded urban transit and highway projects. Since 1978, projects with 
STAA funding are subject to a requirement that foreign steel should only 
be used if the use of U.S. steel would increase the total project cost 


Dy more than 25 per cent. 


Other examples of American NTBs are section 201 of the Trade Reform 
Act of 1974 and the Buy America Act of 1933. Section 201 allows 
American producers to request assistance from the U.S. government in the 
case of injury from imports. As a result of these import relief 
measures, restrictions are often placed on Canadian exports to the U.S. 
The Government of Canada also restricts import increases, when they are 
causing injury, by imposing surcharges or quotas. The Buy America Act 
provides a general preference level of 6 per cent to American companies 
for products on federal government purchases. There are approximately 
30 states which also have "Buy America" policies. Although these 
procurement restrictions are not product-specific, steel is the product 
most frequently protected. Another potential American NTB is the user's 


fee. The steel industry in the U.S. is presently lobbying for 


a aiee= 


Congressional support for the implementation of a fee for the use of the 
customs service. The anticipated charge is $70.00 an entry. Because 
the Canadian industry does most of its business on a daily basis and 
ships mainly by truck, Canadian industry has approximately 170,000 
entries a year. This would cost us an extra $11.9 million. The same 
number of shipments would cost the Brazilians for example, much less 
since they send a boatload of goods at a time and would pay the same 


amount as for the Canadian truck load. 


Impact of Free Trade 


Because of the diversity of the metals and minerals sector, there 
is no consensus among industry and government officials on the impact of 
a free trade agreement with the United States. However, there appears 
to be differing opinions between those involved in the non-ferrous and 
the ferrous industries. An FTA with the U.S. would likely have little 
or no impact on the Canadian non-ferrous industry. Because Canadian 
production complements rather than competes with U.S. production of 
metals, market access and economies of scale would not improve. 

Canadian plants are already world scale in the non-ferrous industry and 
as a result, would have few problems competing under free trade. Canada 
exports over two-thirds of production and the U.S. and Europe require 
these exported raw materials for end-products fabrication. Because 
Canada has the economic resource base--the mines--reducing or 
eliminating tariffs is not a major consideration. Canadian imports are 


already duty-free and export duties to the U.S. are very low. 


ee 


Industry likely agrees with this assessment. One industry official 
argues that the impact on production, market access, and economies of 
scale would be minimal. He feels that an FTA could make some difference 
on future decisions to upgrade to end-products production but because 
the American market is presently stagnant, the main industry concerns at 
the present are focused on protectionism in other markets. In terms of 
labour, both industry and government officials agree that an FTA with 
the U.S. would have little impact on non-ferrous metals production. If 
there was any impact at all, it would probably be felt by the smaller 


fabricators and highly subsidized producers. 


The ferrous (i.e., steel) industry is divided in its opinion over 
the impact of an FTA with the U.S. There is some feeling that 
insufficient industry analysis has been completed to confirm whether the 
impact of an FTA would be positive or negative. There is a general 
belief, however, that free trade would improve market access to the 
U.S. because it would reduce NIBs. Canadian companies already have 
economies of scale and are able to compete. In terms of labour and 
adjustment problems, the industry argues that the situation is unclear 


pending further research and study. 


One segment of the industry, however, is especially interested in 
obtaining greater access to the American market. The specialty steel 
industry believes that an FTA with the U.S. would improve economies of 
scale. Canadian specialty steel plants are not producing at capacity 
and the demand in the domestic market is inadequate to support the 


industry. As a result, there is fear within this industry that if it 


esa 


Cannot gain greater access to the American market soon, Canada will lose 


its specialty steel industry. 


Government officials from the Department of Regional Industrial 
Expansion feel that an FTA with the U.S. would increase market access to 
that country and would, therefore, likely lead to increased production 
in Canadian plants. Although the Canadian steel industry already has 
economies of scale, it is argued that they would improve under free 
trade. The secret to being world competitive is capacity utilization 
and Canada has managed to maintain its standard in this respect. In 
terms of competition, one obstacle which would have to be overcome with 
an FTA is discounted prices in the U.S. when demand decreases. There is 
no price leader in the U.S.; when one mill cuts its prices, the others 
follow. Some smaller Canadian companies are afraid that they will not 
be able to survive the practice of predatory pricing in their own home 
market. A government official suggests that the negative consequences 
of such a practice could be partially avoided if anti-dumping 
legislation remained as a safeguard in both Canada and the U.S. for the 


first few years after a free trade agreement was signed. 


It was suggested by a government source that labour in the steel 
industry could be stabilized under an FTA because the market would be 
ensured. However, all future investment in the industry is geared 
toward productivity improvement and this cannot be attained unless 
employment is decreased. Nevertheless, this is likely to happen whether 
we have free trade or not. Thus, at best, the status quo or a minor 


increase in employment is likely to occur under free trade. If we do 


Eel we 


not obtain an FTA with the U.S., however, a decrease in labour in the 


industry is possible. 


Conclusion 


An FTA with the U.S. does not appear to present a major difficulty 
for the sector. One of the major problems with the implementation of 
Such an agreement would be convincing the American industry to accept 
it. Because of the recent high level of import penetration in the U.S. 
and the failure of the American industry to modernize, the industry 
argues that if its domestic steel industry is to Survive, the American 
government should continue to provide protective measures as a means to 
allow the industry to make the necessary structural adjustments. This 
position is viewed by the Canadian industry as a major Stumbling block 
to the U.S. government negotiating and Signing a bilateral free trade 
agreement. Because the Canadian non-ferrous industry is already world 
competitive in terms of production and economies of Scale, the effects 
of a free trade agreement with the United States would be minimal. The 
American industry needs the raw materials that Canada exports for its 
end-products fabrication. As a result, free trade is not a major 


political issue for the non-ferrous refined metal industry. 
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Appendix 


Metals and Minerals 


Sector Definition by Canadian International Trade 


Classification Commodity Codes* 


Sub-Sector 


Metals-bearing Ores, 
Concentrates and Scraps 


Non-Metallic Minerals 
Iron and Steel Products 
Non-Ferrous Metals 


Nuts, Bolts, Screws, Nails 
and Basic Hardware 


Cement and Concrete 
Basic Products 


Other Metal Fabricated and 
Non-Fabricated Materials 


Import 
Commodity Code 
251-259 
271-279 
441-449 
451-459 


465 


475 


461-46971, 
46999-474, 
476-479 


Export 


Commodity Code 


251-259 
271-279 
441-449 
451-459 


465 


475 


461-46904, 
46999-474, 
476-479 


* Data extracted from Statistics Canada, Imports (and Exports) 


Merchandise Trade, 1978 and 1983. 


Catalogue 65-203 and 65-202. 
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ENERGY 


Description 


Control over energy supply and price, is highl, politicized in the 
Canadian and international political econo.ies. Ref»rence> to Chuc*ill 
Falls, the Great Pipeline Debate, the formation of Hydro Quebec, 
Mackenzie Va'ley, OPEC, James Bay, Ottawa-Alberta energy pricing 
discussions and the National Energy Program will bring to mind the 
contentious history of the energy arena. To discuss the potential 
impact of Canada-U.S. free trade upon this sector is to emphasize the 
myriad of governmental controls rather than to discuss applicable 


tariffs, for tariff protection in this sector is minimal. 


For the purposes of this study, the energy sector is composed of 
the following products: (1) coal; (2) natural gas; (3) petroleum and 
condensates; (4) crude bitumins; (5) gasoline and fuel oi1; (6) other 
petroleum and coal products; (7) coke of coal and petroleum; and 
(8) electricity. In general, there is acceptance of this definition. 
The federal Department of Energy, Mines and Resources and the Canadian 
Mining Association classify coal in the minerals sector rather than in 
the energy sector because of the need to mine the commodity and its role 
in the steel manufacturing process. However, a strong logical case can 
be made to classify coal as an energy source, especially as it is used 


as a thermal source for electricity. 
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There are two major types of industries in the eneray sector: 
exploration and development, and production and refining. The first 
industry is composed primarily of smaller Canadian-based companies that 
operate at a high risk. Statistics Canada data show that there were 
1,234 companies involved in the mineral fuels industry in 1981 with 
total sales of $21.2 billion. A minority of them, 198, were 
foreign-controlled, but this group accounted for 58.4 per cent of the 
sales. In contrast production and refining operations tend to be 
conducted by large corporations--either by international oi] companies 
in the case of petroleum and natural gas production, or by 
provincially-owned or regulated electrical monopolies. The Canadian 
Electrical Association points out that in the electrical sub-sector, 
hydroelectricity is by far the most common source (69 per cent of 
production in 1981) with thermal and nuclear production ranking second 


and third. 


Involvement in the energy sector, by both the provincial and 
federal governments is quite comprehensive. Extensive regulation occurs 
as a consequence of National Energy Board policies and the Energy 
Pricing and Taxation Agreements between the two levels of government. 


Conservation of energy is also monitored by the provincial governments. 


Total energy consumption varies by type from province to province, 
but the major commodity consumed is oi]. A Gas Inter-Cité Québec brief 
Shows that in all provinces, excepting Saskatchewan and Alberta where 
the main energy type consumed was natural gas, more oi] was consumed 


than natural gas, coal or electricity. The Maritimes showed the highest 
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reliance on oi], which had an 83 per cent share in that market. (Gas 


Inter-cité Québec). 


If one examines the 1983 proportion of fuel types used for 
non-transportation purposes, fuels other than oi] become more 
important. The National Energy Board indicates that in Quebec, 
electricity is the major fuel (40 per cent) while in Ontario and the 
Prairies, gas is the main fuel (38 and 59 per cent respectively). The 
most widely-used fuel in British Columbia, the Yukon and Northwest 
Territories is wood, which has a 34 per cent share for this geographical 
grouping. Wood wastes account for half of all industrial energy used in 


British Columbia. 


In 1981, there were 63 corporations involved in the production of 
petroleum and coal products with total sales of $29.1 billion. 
F*reign-controlled firms accounted for 78 per cent of these sales. Of 
the five largest oil and gas-producing companies operating in Canada, 
one company, Petro-Canada, was Canadian-controlled through federal 
government ownership. The other four were Imperial Oil, Gulf, Texaco 


and Shell. 


In 1982, revenue from natural gas sales, including exports, 
totalled $10.5-billion. In 1981, 66,000 people were employed in natural 
gas production, transmission and distribution. From 1973 to 1982, the 
energy sector produced $110-billion worth of crude oil, natural gas and 


gas by-products, and exported over 50 per cent to various markets. 
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Expenditures by the energy sector have become relevant to Canada's 
GMP for they have grown, according to Petro-Canada, from 3 per cent in 
the 1960s and 1970s, to 5 per cent in 1983. This expenditure growth is 


accounted for, in part, by the Petroleum Incentive Program. 


Labour in this sector is highly unionized. Generally the 
production processes are highly capital-intensive and receptive to 


technological innovation. 


Numerous perceptions about the role of government in the industry, 
fears about the depletion of non-renewable energy sources, uncertainty 
over a continual supply of imported energy to Canada and concerns about 
the safety of nuctear-powered generating stations give this sector the 
high profile that the metals and minerals sector--a Similar 


resource-producing sector--does not command. 


Trade and Protectionism 


Exports of energy products, which total 12 per cent of Canada's 
total merchandise exports to all markets, are highly regulated by either 
federal or provincial bodies. The National Energy Board (NEB) has 
jurisdiction over all energy exports, excepting coal exports, while 
provincial regulating agencies also monitor outflows of electricity and 
can establish their own criteria subject to NEB approval. Environmental 


assessments are part of the application process for NEB licences. 
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The value of energy exports to the United States increased 
Significantly between 1978 and 1983, rising from $8.1 billion to $11.4 
billion. Imports, on the other hand, have declined, starting at $2.2 
billion and falling to $1.9 billion over this period. The discrepancy 
between exports and imports has given Canada a rising trade surplus with 
the U.S. in this sector. The surplus increased from $5.9 billion to 


$9.5 billion, making it the largest for any Canadian sector. 


Most energy export markets are strong. Canada exported nearly $4 
billion worth of natural gas and nearly $3 billion worth of petroleum to 
the United States in 1983. There are two weak areas: coal exports, and 
the export of coke of coal and petroleum. Between 1978 and 1983, the 
Canadian trade deficit with the U.S. for the two items remained large, 
improving from $999 million to $829 million and $126 million to 
$105 million respectively. Coal is one commodity that Canada imports 
almost exclusively from the U.S., but sells primarily to Japan, Korea 


and Brazil. 


The comparatively high level of natural gas exponts elo athegilss. 
masks two types of barriers to natural gas sales in its 
highly-competitive gas market. American prices have been lower than 
Canadian prices, and there have been a few American regulatory barriers 


to foreign gas purchases at the federal and state levels. 


There is a very significant trade imbalance in the electricity 
sub-sector. The value of exports to the United States exceeded imports 


by $754 million in 1978 and $1.2 billion in 1983. Roughly 10 per cent 
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of Canadian electricity production is exported. Electricity trade takes 
two forms: short-term interchanges, which is the periodic supply of one 
market by another to veal with short-term shortages and surpluses; and 
longer-term sales, which are negotiated when a province has excess 
Capacity built into its supply grid. The American market for Canadian 
short-term and long-term sales is expected to increase in the near 


future because of rising oi] prices and financial problems with U.S. 


nuclear plants. 


As illustrated in Table 2, Canadian tariff levels in the eneray 
sector are minimal. One can draw this conclusion by comparing the 
duty-free value of imports from the U.S.A. witn Canada's total energy 
imports from that country. The overall duty rate is only 0.0045 per 
cent. In 1978 and 1983, the percentages of energy commodities that 
entered Canada on a dity-free basis were 95 per cent and 96 per cent 
respectively. One product for which tariffs exist but are not commonly 
used is petroleum. Subject to a Canada-U.S. reciprocal commercial 
agreement, licensed Canadian petroleum may be admitted free of duty to 
the United States if an equivalent amount of petroleum has been exported 
from the U.S. to Canada. Such swaps occur to save transportation costs 
or to utilize spare production capacity. The one area where Canada 
enforced a significant degree of tariff protectionism was in “other 
petroleum and coal products" (which include liquid petroleum, waxes, 
lubricating oils and greases and penetrating oils). For this group of 
products, the proportion of American imports that entered Canada 


duty-free was 29 per cent in 1978 and 77 per cent in 1983. For this 
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group, the rate of protection was 13.4 per cent in 1978 and 11.3 per 


cent in 1983. 


In Table 3, one can see official tariff levels (MFN) that are 
applied by Canada and the United States on energy products. Some 
differences occur, notably the levels of protection placed upon 
petroleum waxes and asphalt. Canadian rates of protection for these 
Products are 12.9 per cent and 8.0 per cent respectively, while these 


Products enter the U.S. duty-free. 


There are few non-tariff barriers in the energy field, although 
Canada regulates the industry heavily. Non-tariff barriers refer to 
barriers established by a country to keep out imports. Canadian 
regulatory mechanisms are in place to ensure a secure eneray supply, 
which is accomplished by monitoring and restricting Canadian energy 
exports. The rationale for such mechanisms, e.g., the National Energy 
Board's licensing of energy exports, is (a) to prevent a wholesale 
corporate diversion of non-renewable energy resources away from Canadian 
markets; and (b) to further the achievement of the long-term goal of 
Canadian oi] self-sufficiency. The export of coal has not been 


regulated in Canada. 


Impact of Free Trade 


In a discussion about the potential impact of Canada-U.S. free 
trade in energy, it is worthwhile to consider a hypotetical link 


between trade and the National Energy Program and the National Energy 


one 
Table 3 


Selected Products in the Energy Sector: 
Canadian and United States Tariffs (1984) 


PRODUCT 
Canadian Tariff American Tariff 


Petroleum (crude) -50¢,’gal lo. -25¢/gal lon 


Natural Gas Free Free 


Coal Free Free 


Coke Free Free 


Lubricating Greases 


13.4% 7.4¢/gallon 


Petroleum Waxes 12297 Free 


(e.g. Paraffin) 


Asphalt 8. 0% Free 


Fuel Oi] 


Free 1.25¢/gallon 


Revenue Canada, Customs and Excise, Customs Tariff, Departmental 
Consolidation, 1984; International Cust ms fariff Bureau, 
International Customs Journal, United States of America, No.21 


16th edition) 1983-84. 
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Board. First of all, if regulatory and fiscal restraints that have 
evolved in the energy field were not changed the impact of free trade 
would be minimal, except perhaps in the sub-sector that produces 
lubricating oils and greases. Tariffs for energy are already 
insignificant, and there is an open market for available Canadian energy 
in the U.S. There is currently a potential American NTB being 
considered by North Dakota, which would levy a “Privilege Tax" on 
Canadian natural gas. Its purpose is to encourage the development of 
regional gas reserves. The current trade surplus that Canada 
experiences with the United States would not be harmed by bilateral free 
trade, but neither would it improve dramatically. Supply and security 
are the key linchpins of energy trade: supply in the sense of having an 
exportable surplus (from the Canadian view), and the assurance of having 


secure energy sources (from the American view). 


The case might be different if non-tariff barriers on both sides of 
the border were eased. The government, however, evaluates the costs and 
benefits of such a step to the Canadian economy in terms other than just 
trade policy. If it became easier for firms operating in Canada to 
export natural gas to the U.S. market, through the easing of American 
regulatory controls; or the termination of the Canadian government 's 
energy export licensing procedures, it is likely that over the long term 
Canada would develop a much higher trade surplus with the U.S. in this 
sub-sector. The petroleum sub-sector could recognize some benefits as 
well. Production could increase, exploration programs could be 


expanded, economies of scale might improve, a labour boom could occur, 


ma AO es 


and more investment (Canadian and American) could be directed toward 


This@inguscey. 


Such a scenario would be more attractive if it was to occur in a 
resource sector that had a higher proportion of Canadian control. 
Canadian concerns about foreign control over the energy sector are 
well-documented and need not be dealt with in depth here. However, it 
is certainly relevant to look at the possible negative impacts of 


deregulation upon the sector. 


If excess Canadian energy was to be exported at a faster rate than 
new supplies become available and, if, future supplies (e.g., tar sands) 
were to become more expensive to find and process, then a short-term 
flow of energy to the United States that would result from a 
regulation-free trade arrangement would directly contradict the 
government policy goal of energy self-sufficiency. The Canadian 


priority of ensuring a secure energy supply would be defeated. 


Another relevant concern is that of environmental damage. To 
export electricity and non-renewable energy resources at an unrestrained 
pace would be to risk the hazard of an equally unchecked rate of 


environmental destruction. 


Conclusion 


It appears that most, if not all, of the energy sector is in favour 


of a movement to freer trade, i.e., tariff-free trade, and most of the 


Bh 


foreign-owned firms are in favour of dismantling the regulatory system 
that checks the levels of Canadian energy exports to the U.S.A. Of 
course, such an action would go beyond trade policy alone. However, a 
more restricted free trade arrangement, which involved only the 
Slightest of changes in the current tariff levels, would not cause 
political or economic problems. It would, in fact, for most 
Sub-sectors, be a case of transforming an already existing, de facto 


Situation into a more formal de jure arrangement. 
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Appendix 
Energy 


Sector Definition by Canadian International Trade 


Classification Commodity Codes* 


Import 

Sub -Sector Commodity Code 
Coal 261 
Natural Gas 26431 
Petroleum and 

Condensates 26410 
Crude Bitumins 26432, 26499 
Gasoline and 

Fuel Oi] 431-432 
Other Petroleur; and 

Coal Products 433,439 
Coke of Coal and 

Petroleum 435 
Electricity 497 


Export 


Commodity Code 


261 
26431 


26410 
26499 


431-432 


433,439 


435 


497 


* Data extracted from Statistics Canada, Imports (and Exports) 
Merchandise Trade, 1978 and 1983. CataTogue 65-203 and 65-202. 
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TEXTILES, CLOTHING AND FOOTWEAR 


Description 


The Canadian textile, clothing and footwear sector has been the 
Subject of numerous studies in recent years. Nevertheless we took a 
brief although thorough look at its nature and trading performance so 
that the consequences of a free trade arrangement with the United States 


can be assessed, 


This sector is divided for the purpose of our Study into textiles 
(fibre, yarn, thread, twine, felt; fabrics; and other textile products), 
clothing (underwear, sleepwear, and hosiery; outerwear; and headwear, 
gloves and miscellaneous apparel), and footwear (raw materials; leather 
and synthetic footwear; and rubber and plastic waterproof footwear). 

The industries expressed some concern that our categories did not 
correspond with their perceptions. The major distinction is that 
leather and fur have been assigned according to their end use - clothing 
or footwear - rather than being left ina separate sub-sector. 

Similarly we used end products to categorize knitted materials. 
Statistics Canada classifies all knitters as a Single group although 
some firms consider themselves part of the textile industry and others 
part of the clothing industry. This particular sector study does not 
include skates as a footwear item. They are considered as part of the 
Recreational Items sub-sector and are to be found in the Miscellaneous 


Consumer Goods chapter. 
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The textiles, clothing and footwear sector is very diverse in 
nature. Discussion revolves more around the sub-sectors than around the 
conglomerate grouping of the sector, since the common elements are few. 
The textile, clothing and footwear industries have large concentrations 
of small establishments (fewer than 20 employees). The Canadian 
Industrial Renewal Board (CIRB) indicates, perhaps surprisingly, that 
there are proportionately more small textile establishments (53 per 
cent) than clothing establishments (47 per cent), which produce a 
smaller share of industry output (4 per cent) than do the small clothing 


establishments (11 per cent). 


In general, the textile industry is in a better competitive 
position than the clothing or footwear industries, for it is highly 
capital-intensive (the CIRB states that capital stock per employee is 
$66,000) and it has integrated technological development effectively. 

conomies of scale and mass production are found in both yarn and cloth 
mills and in man-made fibre production, where over 1000 people may be 
employed at a plant. Although the industry is heavily dependent upon 
the Canadian clothing industry's demand, more than half of its output 
goes to some 150 industries including the automotive, furniture, 
agriculture, paper-making and road construction industries. Problems of 
excess capacity occur in parts of the textile sub-sector, namely the 


man-made yarn spinning, knitting and more specialized areas. 


The Canadian textile, clothing and footwear industries provide a 
full range of goods for the consumer. The textile industry is involved 


in the production of fibres and yarns; cotton wool and yarns; woven and 
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knitted fabrics; thread, cordage and twine; carpets, mats and rugs; and 
Sheets, pillowcases, towels, blankets and bedspreads. The clothing 
industry produces men's, women's and children's clothing, fur goods, 
foundation garments, gloves, hats, caps and hosiery. Finally, the 
footwear industry produces men's, women's, children's and infant's 


footwear, slippers, and athletic and special purpose footwear. 


Both the clothing and footwear sub-sectors have very 
labour-intensive productive processes and underutilized capacity. 
Capital stock per employee was $7,500 and $15,000 for the clothing and 
footwear industries respectively, according to the CIRB. Since they 
must respond to a rapidly-changing consumer demand, they both have 
flexible production processes. Both industries can adapt quickly to 
botn demand and technological change since it leases a high proportion 
of its capital equipment. These industries tend to nave a domestic 
orientation. The textile and clothing sub-sectors are protected from 
competing imports from low-wage countries through tariffs, the 
Multifibre Arrangement and by global footwear quotas imposed by the 
Canadian government. Considerable direct government financial support 


has also been given to this sector. 


The textile industry's employment level averaged 88,200 workers 
from 1977 to 1981, and was 81,000 in 1981. The Clothing industry 
employed 96,000 people in 1981; a figure that decreased to 86,000 in 
1983. In the latter year, the footwear industry employed 15,000 
workers. The figure for tne textile industry, which is noted for its 


Capital-intensive production processes, seems quite high in comparison 
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with the clothing industry's similar employment statistic. It must be 
recalled, however, tnat the textile industry enjoys more links with 
other industries and is considerably larger in terms of share of gross 
domestic product (GDP) than the clothing industry. The Textile and 
Clothing Board states that from 1980 to 1982, the Canadian textile 
industry's share of all manufacturing industries' GDP was 3.3 per cent, 


while the comparable share for the clothing industry was 0.8 per cent. 


The regional distribution of industry is one of several elements 


common to the thre= -ub-sectors; high concentrations of textile, 
clothing, and foo firms are found in Ontario and Quebec. In 1982, 
40 per cent of ts establishments and 59.6 per cent of employees 
were located in | 42 per cent of establishments and 26 per cent of 
employees were in o, while 18 per cent of establishments and 

7.1 per cent of emp... ees were located in the rest of Canada. The 


footwear industry is slightly larger in Ontario (48 per cent of firms) 
than in Quebec (45 per cent), but the clothing industry is concentrated 
in Quebec (68 per cent compared with 23 per cent in Ontario). While 
there are viable textile, clothing and footwear firms operating outside 
of Ontario and Quebec, the health of this sector is, nevertheless, 


primarily a central Canadian concern. 


The extent of unionization in the three subsectors is also 
comparable. The majority of workers in textiles, clothing and footwear 
production are unionized. In the textile industry, unionization is 


concentrated in the large firms and in the area of man-made fibres. 
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Union-management relations generally have been very good, and there have 


been few work stoppages in the past twenty years. 


Trade and Protectionism 


The following tables present information on trade with the 
United States for 1978 and 1983, the levels of Canadian tariff 
protection on American textiles, clothing and footwear, and a list of 
comparable Canadian and American tariffs for common products from this 


SECUOL. 


The three sub-sectors have fared differently in trade with the 
United States. Canada has experienced a decreasing bilateral trade 
deficit in textiles, which declined from $1 billion in 1978 to 
$858 million in 1983. The clothing industry's trade position changed 
from a deficit of $96 million in 1978 to a $46 million surplus in 1983. 
The footwear industry maintained a surplus over this period, but moved 
into a moderately weaker position from $25 million to $19 million. 


Overall, the sector's deficit with the U.S. decreased from $1.0 billion 


to $792 million. 


In the clothing sub-sector, the export performance of the 
underwear, sleepwear and hosiery category remains weak. Its deficit was 
$19 million in 1978 and $12 million in 1983. The other two clothing 
categories headwear, gloves and miscellaneous apparel improved its 
balance from a deficit to a surplus and outerwear remained in a surplus 


position. 
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The footwear industry saw a significant performance improvement in 
the category of footwear raw materials. Its trade balance with the 
U.S. moved from a 1978 trade deficit of $3 million to a 1983 trade 
surplus of $4 million, which was essentially based upon a significant 
decline in imports which fell from $28 million in 1978 to $20 million in 
1983. Footwear exports to the U.S. have shown some strength. The Shoe 
Manufacturers Association of Canada has indicated that winter footwear, 
and boots, and moccasin-type footwear exports to the northern U.S. have 


increased. 


The American market is becoming very important for Canadian 
textiles and clothing exporters. Textile and Clothing Board research 
has shown that roughly one-half of textile exports and two-thirds of 
clothing exports went to the U.S. in 1983. The United States also 
exports considerable quantities of textiles to Canada. Sixty per cent 
of fibres, yarns and fabrics imported to Canada come from the U.S. The 
Canadian market accounts for between one-quarter and one-third of 
American exports. The Canadian market for American clothing is, 
however, much smaller. Approximately 10 per cent of Canadian imports of 
clothing are American-made. Canada exports primarily low unit-value 
textiles and high unit-value clothing to the U.S., while it imports high 


unit-value textiles and low unit-value clothing from that source. 


The level of Canadian tariff protection is of considerable 
interest, for it illustrates that while the overall average tariff rate 
on textiles, clothing and footwear decreased only slightly from 


21 per cent to 20 per cent between 1978 and 1983, the proportion of 
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total Canadian imports from the U.S. that entered duty-free rose from 


10 per cent to 20 per cent. 


The average tariff levels for textiles and footwear dropped very 
Slightly in the 1978-1983 period from 22 to 20 per cent and 22 to 
21 per cent respectively. The large anomaly is found in the clothing 
sub-sector, which had the nominal tariff rate rise from 18 to 
21 per cent. This increase is a reflection of a simultaneous decrease 
in dutiable imports of headwear, gloves, etc. (a lower-tariff item) and 
a rise in the volume of dutiable imports of outerwear (a higher-tariff 
item). It is not indicative of an overall rise in tariffs for the 


clothing sub-sector. 


The manner in which the United States and Canada categorize the 
commodities for the purpose of applying tariffs differs considerably. 
The Canadian customs tariff is simpler to apply; it contains 
approximately 300 tariff items for textiles and clothing. The 
classification for footwear is also very straightforward. But as the 
Textile and Clothing Board points out, the American customs tariff 
schedule is considerably more complex. The U.S. makes distinctions 
between ornamented (higher tariff) and non-ornamented (lower tariff) 
garments, between methods of manufacture (for shoes), types of 
processing, and types of fibre. Generally, the United States protects 
its wool and man-made fibre products with higher tariffs than it does 


cotton products (see Table 3). 
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The major American non-tariff barriers include the Buy America Act 
of 1933 with its amendments; Department of Defense legislation; local 
procurement policies; a complex system of tariff protection; and the 


Domestic International Sales Corporation's activities. 


Under the Buy America Act of 1933 federal agencies give a six 
per cent preference to domestic suppliers. This preference may rise to 
12 percent if tenders are submitted by small firms, firms owned by 
minority groups, or firms located in regions of high unemployment. 
Legislation passed in 1978 grants such firms between 5 and 15 per cent 
of tendered government purchases. The Berry Amendment stipulates that 
the U.S. Department of Defence must purchase only textile and clothing 
products made in the U.S. A significant number of states (at least 34) 
and local governments in the U.S. apply preferential purchasing policies 


as well. 


Finally, the existence of large numbers of tariff items in the 
U.S. schedule causes significant concern for Canadian exporters to the 
American market. The classification system is intricate, if not 
byzantine, and as such, gives the U.S. customs official considerable 
discretion in categorizing a particular item. The Canadian Textile and 
Clothing Board is of the opinion that such decisions may be somewhat 
arbitary and could adversely affect commercial enterprises and lead to 


lengthy and costly litigation. 


There are few applicable Canadian non-tariff barriers to American 


textiles, clothing and footwear. The major ones are labelling 
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Table 3 


Selected Products in the Textiles, Clothing and Footwear Sector: 
Canadian and United States Tariffs, 1984 


Product Canadian Tariff {American Tariff 


100% Cotton 
yarn - for knitted underwear, undyed 15% 
fabric - corduroy, dyed 18. 8% 
- ornamented eidepors 222 0m 


knit shirts, blouses, sweaters 
- not ornamented 


| 
| towels = not ornamented | ‘Widenay 4 | 12282 | 
- ornamented 


Wool (wholly or in part) | 


| 
yarn, dyed [11.2%+5¢/1b. | 13753, 
fabric, valued between $2.00 and | | 
$9.00/l1b. 25%+12.5¢/1b. 
- not ornamented Ao ee OA 2iptoity ioe 


women's woven suits (over $4.00/1b.) 
- not ornamented 
- ornamented 


| | 
| | 
| 38%+30¢/1b. 

| men's woven suits (over $4.00/1b.) | 
| 

| 

| 

| 


- ornamented | ‘devel Wy 4 | 34.1% 


25.0% 
25.0% 


19%+19¢/1b. 


Man-made fibre 
yarn, dyed (single yarn, less than 
20 turns/inch, valued at more 


| 

| than $1.00 per 1b. |10%+7.5¢/1b. | 13% | 

| fabric 252447. 5¢/1b- eet ge | 

men's swimwear 

| - not ornamented 26. 3% |28.8%+12¢/1b. 

| - ornamented 26. 3% 36. 3% 

| ladies’ swimwear (over $10.00 each) | | 

| - not ornamented | 26. 3% [24.8%+12¢/1b. | 
- ornamented 26.3 36. 3% 

Men's leather shoes 23.4% | 8.5% 


Downhil! ski boots, plastic 


Canvas shoes with rubber soles values 
| between $3.00 and $6.50 per pair 37.5% + 90¢/pr. 


Revenue Canada, Customs & Excise, Customs Tariff, Departmental 
Consolidation, 1984, Group 11, p. 11; International Customs Tariff 
Bureau, International Customs Journal, United States of America, No. 21 
(16th editton), I983-84; Textile and Clothing Board, Study of the Impact 


of Potential Free Trade in Textile and Clothing Between Canada and the 
nite tates, Fina eport, PS 0D ; 


> > ® 


= Lien ~ 


regulations, flammability regulations for children's pyjamas, and safety 
regulations for CSA-approved workboots. In all cases, there are similar 
Standards in the U.S. Canada Post has a domestic procurement policy for 


its uniforms. 


Global footwear quotas have also been applied by the Canadian 
government, principally to non-North American trade. They were 
instituted in December 1977, and covered leather and non-leather 
footwear but not canvas, water-proof plastic or rubber footwear. This 
quota expired in 1981, and was replaced by a global quota on synthetic 
and canvas footwear. Quotas on leather footwear were completely brought 
back in July 1982. Quotas on textiles and clothing were imposed in 1981 
as a component of a government assistance program for these industries. 
The federal government also supported a program which is aimed at 


improving the sector's fashion design capabilities. 


In addition to NTB's the Canadian federal and provincial 
governments offer financial and technical support to the sector. The 
Canadian Industrial Renewal Board was formed in 1981. Part of its 
mandate is to assist in the restructuring of the textile, clothing and 
footwear industries, and to provide assistance to the communities in 
which these industries play a preponderant role by diversifying their 
economic bases by helping new firms get started. Adjustment assistance 
for labour is provided by the Canadian Employment and Immigration 


Commission. 
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Canada is a Signatory to the Multifibre Arrangement Regarding 
International Trade in Textiles which was started in 1974, and has been 
renewed in 1977 and 1981. The arrangement permits bilateral agremeents 
on trade restraint to be negotiated. In 1982, restraint arrangements 
(or quotas) were in force between Canada and 18 low-cost countries and 
there are now 21 such arrangements. In contrast, the U.S. restricted 


textile and clothing imports from 26 countries in 1982. 


The provincial governments also support the sector. Quebec 
operated “Innovation Chaussure" from January 1979 to December 1982 and 
has had similar programs for textiles and clothing. Ontario offers 


loans to individual firms through the Ontario Development Corporation. 


It can be seen that the Canada-U.S. trading environment in 
textiles, clothing and footwear is very well protected. Government 
involvement, through the mechanisms of export restraint agreements, 
quotas, tariffs, procurement and industrial support makes speculation 
about the effects of free trade upon this sector an interesting 


exercise. 


Impact of Free Trade 


When examining the consequences of global free trade on the 
Canadian textile clothing and footwear sector, no doubt remains that the 
constituent industries would falter under competitive pressure exerted 
by low-wage countries--particularly those countries with whom Canada has 


negotiated bilateral export restraint agreements for textiles and 
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Clothing under the MFA. Under a Canada-U.S. free trade arrangement, 
however, the diagnosis is neither so simple nor so gloomy. It is in 
this sector that one will definitely find "winners" and “losers" whose 
level of success in adapting to free trade would be less dependent upon 
the commodity that they produce than upon the risks that they can afford 


to take. 


The major concern to Canadian manufacturers in these sub-sectors is 
that their domestic market, in a free trade arrangement, would be 
quickly overrun by American products that have the advantages of 
easily-recognizable trademarks (most likely for clothing and household 
textiles) and an already-efficient marketing structure. The Canadian 
firms fear that they would subsequently falter in the wake of such 
competition. They acknowledge that the promise of access to the 
American market should be a lucrative temptation, but unless the 
Canadian manufacturers are given an advantageous early tariff-free entry 
into this market, they maintain that the arrangement would be biased 
toward American firms that can enter and capture the Canadian market to 


the detriment of the Canadian producer. 


The underlying concern that was expressed by the industries was 
that a significant adjustment would have to be made to accommodate a 
free trade arrangement. Some job losses were considered to be 
inevitable, for the import-substitution method of production would not 
be efficient if tariffs were removed. While only a small percentage of 
textile firms are foreign-owned, it is anticipated that many of these 


firms who are committed to standard production methods wili divest their 
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assets and rationalize their production south of the border in order to 
service the Canadian market from the U.S. This action would be taken to 
derive direct benefits from the overall package of lower wage, overhead, 
marketing and administration costs in the U.S. Foreign-owned firms that 
are in a strong competitive position would not be so likely to 
close--rather, they would probably specialize their production, provide 


world product mandates and service a regional market. 


In the long run, it is anticipated that regional henefits may 
develop, as the Canadian textile industry reorients itself from an 
east-west perception of market regions to a north-south perception. It 
was hypothesized by an industry representative that under a free trade 
arrangement, a textile firm in British Columbia could service the 


western United States better than could a New York firm. 


Therefore, views vary within the textile industry from opposition 
to interest (but not unconditional] approval) about a movement toward 
Canada-U.S. free trade. Many significant and disruptive adjustments 
(e.g., large layoffs, plant closures), would need to be made by the 
Canadian industry that would not necessarily affect the American 


industry's health at all. 


The clothing sub-sector would be in much the same position as the 
textile sub-sector if Canada-U.S. free trade was introduced. Adjustment 
concerns are a significant barrier to an acceptance of free trade, 
especially for the companies that specialize in standard products like 


jeans and T-shirts. However, the clothing industry accepts that such an 


adjustment is more feasible for it than for the textile industry because 
of its fashion orientation for which changes in production processes are 
made regularly. Canadian companies that emphasize product and service 
quality as well as flexible production stand a good chance of success 


for they will be able to establish market niches. 


Canadian firms that produce under American or third-country 
licences have a special worry. If free trade is introduced, such 
licences would not likely be renewed since it would be easier and 
cheaper to provide the brand names that these licences carry from 
production facilities in the USA. Some effort was made to establish the 
number of firms that manufacture brand names through such licensing but 


the data was not available. 


Labour dislocation is more of a concern to the clothing industry 
than to the textile industry. The smaller, non-exporting firms are 
concentrated in Quebec, especially in the Montreal area, and it is 
hypothesized that the bad effects of free trade will be experienced here 
first. However, it has been speculated by industry exporters that 
employment might increase in firms that can capture a niche in the 


American market. 


Many clothing firms want free trade so that they can sell their 
products at a lower cost in the large American market. For them, the 
prospect of a wide range of retailers, raw materials and consumer tastes 
Spells success. Access to tariff-free American textiles, according to 


the Textile and Clothing Board, would represent a saving of 3 to 


- 116 - 


6 per cent to the clothing industry. Both the textile and clothing 
industries want increased market access to the United States--for that 
reason, some members in both sub-sectors view free trade as being a fair 
business risk, even though the final price for their product would be 
reduced by the amount of tariff protection they had previously 

received. Considerable support by the Canadian government is 
anticipated by the two industries, both in the area of negotiating a 
free trade arrangement that would give the Canadian firms a chance to 
compete, and in the area of providing marketing assistance in the 


American market. 


The footwear industry, in the view of a government official 
interviewed, should be prepared to compete in a free trade environment 
with American producers. It is a mainly Canadian-owned industry, and 
has received considerable federal and provincial support to make it 
competitive. It is estimated by the federal government that production 
of footwear in Canada would increase if freer trade was introduced, but 
that freer trade would force the closure of some of the smaller, 
less-efficient firms. Parts of the industry do not support 
this view, however, for they feel that they are already fighting for 
their lives against imports from low-cost countries. The United States 
is seen as providing a tough potential market for Canadian footwear, for 
there the Canadian producers will be encountering both American product 
competition and low-cost imports that are not subject to import 


restrictions. 
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The footwear industry, therefore, does not see itself as heing 
adequately competitive to do better business in the U.S.A. in a free 
trade environment, but opinion in the federal government expresses 
confidence that it would do well, especially if provided with export 
assistance and trade adjustment assistance. In this sub-sector, more 


detailed analysis needs to be done. 


The sector, as a whole, therefore, may be able to benefit from 
Canada-U.S. free trade. It will do so, however, only at the cost of 
firm closures and job losses, considerable continuing government support 


and a potential reorientation of the entire sector in North America. 


Conclusion 


This sector is divided in its acceptance of free trade with the 
United States as a policy option. The textile industry maintains that 
certain conditions must be acknowledged before a discussion of free 
trade is entered into, namely, that (1) external trading conditions must 
first be harmonized between Canada and the U.S.; (2) an adjustment 
period must be allowed for the Canadian industry; (3) the U.S. must 
remove its tariffs on textiles and clothing before Canada would start to 
remove tariffs--the Canadian tariff would decline progressively from 
that point; and (4) the tariffs would be reduced at a pre-determined 
rate for both textiles and clothing, without a prior sequential 


reduction for textiles. 


- 118 - 


The clothing and footwear industries are internally divided on 
their acceptance of the free trade option; those firms that would be 
successful with a freer North American market are more favourably 


disposed to this alternative than are those firms who would fail. 


The three sub-sectors share a common worry--that without a 
transition period, the industry could be thrown into chaos. Even with 
Such a period, however, it is certain that many jobs will be lost in the 
least-efficient firms. It is believed that replacement jobs could be 
created by the firms that can undoubtedly compete in the American 
market. Therefore, if Canada-U.S. free trade is introduced, it must be 
approached prudently in this sector so that a minimum of disruption 


occurs. 
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Appendix 


Textiles, Clothing and Footwear 
Sector Definition by Canadian International Trade 
Classification Commodity Codes* 


Import 
Sub-Sector Commodity Code 
Thread, Fibre, Yarn, 

Fett; ‘etc: 246, 360-369 
Fabrics 371-389 
Other Textile Products 844-849 
Underwear, Sleepwear, 

Hosiery VolehoD 
Outerwear 783-784 
Headwear, Gloves, 

Misc. Apparel 304, 308-310, 786-789 
Footwear Raw Materials 301-303, 492 
Leather and Synthetic 

Footwear 791-793,798 
Rubber and Plastic 

Waterproof footwear 794 


Export 
Commodity Code 


246, 363-369 
371-389 


844-349 


7OoL, 700 


783-784 


304, 308-310, 786-789 
301,492 


192-/95,,/90 


794 


* Data extracted from Statistics Canada, Imports (and Exports) 
Merchandise Trade, 1978 and 1983. Catalogue 65-203 and 65-202. 
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CHEMICALS AND PETROCHEMICALS 


Description 


The industries of the petrochemicals and chemicals sector bear an 
importance to Canada which is not wholly represented by a simple 
enumeration of production and trade statistics. These industries play a 
pivotal role in the economy by adding value to raw materials through the 
production of intermediate goods which in turn serve as key inputs to 
the manufacturing processes for end products. Petrochemical production 
offers the means to upgrade energy resources for export, as well as 
Providing the basic "building blocks" for more advanced manufacturing 
ERNE SICE such as plastics. Chemicals are critical to the productivity 
of primary, renewable land resources; both forest and agricultural] 
industries are enhanced by the fertilisers and pesticides produced by 


the sector. 


We have divided the sector into six components: 


(1) petrochemicals; (2) agricultural chemicals including nitrogen-based 
fertiliser and pesticides; (3) inorganic chemicals; (4) organic and 
specialty chemicals; (5) intermediate and end products; and (6) 
pharmaceuticals. Our sub-sector definitions closely parallel Statistics 
Canada criteria and are somewhat more expansive than industry 
definitions. For example, the petrochemical industry defines itself as 
including all processes up to the production of synthetic resins, but 


excludes any compounding and fabricating activities such as plastic 


a yal ac 


sheet and film (which are seen as part of the "plastics processing 
industry") or pigments and dyes. The “end products" portion of our 
fifth category is somewhat misleading in that it only includes products 
such as paints which can be consumed at that level of processing. The 
boundaries of the sub-sectors are further clouded by the capacity to 
produce the same chemical in different ways; for example, sulphuric acid 
may be produced as a by-product of natural gas processing or it may be 
recovered during the smelting of ores. In sum, our definition does not 
vary significantly from other categorizations -- the largest difference 
with industry calculations is in petrochemicals where our export total 


is about $50 million (5.6%) greater than the trade association total. 


The structure of the sector has undergone significant change over 
the past decade, with the most marked transformation in the 
petrochemicals as this grouping has changed from a petroleum feedstock 
industry based in Sarnia and Montreal to a modern industry with 
increasing use of natural gas feedstock and a new Alberta base for large 
amounts of production. Accompanying, and in some cases driving, this 
change is the transformation of an industry geared to meeting domestic 
demand to export-oriented, world-scale production facilities. 
Fortuitous increases in energy prices have made construction decisions 
taken a decade ago look prescient and allowed the diversification of 
product markets further beyond the confines of North Anerica than might 


have been the case otherwise. 


The inorganic chemical sub-sector has experienced significant 


export growth as a result of the comparative advantage Canada has in two 
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of the key inputs to this industry -- cheap electricity and proximity to 
abundant raw materials -- and because of the relative weakness of the 
Canadian dollar which has resulted in the U.S. taking an increasing 


proportion of Canadian inorganic exports. 


The organic and specialty chemical sub-sector tends to be 
small-scale and oriented to the domestic market. The sub-sector exports 
Tess than one-fifth of its production and imports supply more than half 
of the Canadian market. The main problem in this industry is the 
diverse product mix in which Canada does not enjoy any significant 
advantage. (Raw materials tend to be widely available and easily 
transported and energy costs are not as significant as in the production 


of inorganic chemicals.) 


In the agricultural chemicals sub-sector trade in fertilisers is 
virtually duty free, having been liberalized at the same time that the 
tariff walls were lowered on farm machinery. In pesticides, the 
industry claims that Canada has generally had low tariffs while other 
trading partners have not reciprocated; thus, Canada's industry has been 
left to formulate end-products with active ingredients that are over 


95 per cent imported. 


In pharmaceuticals, Canadian production is limited almost entirely 
to the domestic market. While the 1969 changes to the Patent Act 
encouraged the production of generic drugs, the generic group is less 


than 10 per cent of the industry. The range of products and the cost of 


stl? 3 


bringing a drug onto the market has resulted in the Canadian industry 


being primarily limited to market or technological niches. 


The petrochemical and chemical sector, as a whole, is characterized 
by large firms and significant levels of foreign ownership, both of 
these phenomena being most evident in the capital intensive 
petrochemical industry. The significant exceptions are in the organic 
and specialty chemical industries where the small, fragmented market has 


resulted in many small producers, most of them Canadian-owned. 


The total labour force in the sector is over 85,000 including 
manufacturers of chemical products. The direct employment by chemical 
manufacturers is about 30,000. Wages and salaries are generally about 
40 per cent above the manufacturing average, a reflection of the highly 
Skilled and highly educated work force. Labour costs are a relatively 
small component of overall costs because so many of the industries are 
very capital intensive. Labour is a significant factor in construction 
costs -- and construction is a major indirect labour impact for the 
sector. In addition, downstream users of chemicals, such as textiles, 
are very labour intensive. The industries of the sector do not tend to 


be too highly unionized. 


Trade and Protectionism 


The petrochemicals and chemicals sector is highly differentiated 


with respect to the importance of trade and export-orientation. The 


newly restructured petrochemical industry, with more than 25 per cent of 
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industrial capacity less than five years old, is now exporting about 

40 per cent of capacity and domestic production now exceeds domestic 
demand. In the last few years, Canada has moved into an trade surplus 
position for petrochemicals. However, the figures in Table 1 tend to 
obscure this because so many of our imports still come from the U.S. 
(There is also reputed to be significant overstatement of imports from 
the U.S. because of the brokerage system under which many petrochemicals 
are traded and the methods of data collection.) While the U.S. remains 
the dominant market for all chemicals, it is interesting to note that 
less than 30 per cent of Alberta petrochemical exports go the U.S. 


(compared to 53 per cent for the country as a whole). 


This sector's trade balance showed a real improvement of about 
10 per cent over the five-year period with most of the strength 
Originating in the petrochemical sub-sector. Nominal trade turnover 
increased from $3.7 billion to $6.5 billion in the period with the 


largest increase again coming in the petrochemical sub-sector. 


Table 2 shows that agricultural and organic and specialty chemicals 
have significant duty free access to the Canadian market. Tariff levels 
nave generally fallen over the five-year period with the overall] 
calculated rate on dutiable imports falling 1.5 per cent to 11.4 per 
cent in 1983. The average rate of duty collected on total imports 
declined from 6.85 per cent to 5.4 per cent in 1983. Predictably, the 
highest levels of tariff are on imports of more highly processed 
intermediate and end products. Almost 80 per cent of the total duty 


collected comes from the 60 per cent of imports in the petrochemical and 
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intermediate and end product sectors. Ironically, for Canadian 
petrochemicals entering the US, the rates of duty are often higher on 
the least processed products. For example, rates of duty are higher on 
petrochemicals and resins than they are on plastic goods, thus, there is 


an incentive for upgrading in Canada. 


The comparison of tariffs on selected trade items in Table 3 
indicates that the U.S. seems to have somewhat higher tariffs overall, 
however, aS we saw in Table 2, Canada derives significant revenues from 


duties on this sector. 


Industry spokesmen claim that non-tariff barriers (NTBs) are not an 
issue with the exception of individual shipments which may be singled 
out for discriminatory treatment. This finding is not surprising given 
the level of U.S. duties -- the tariffs are high enough to discourage a 
great deal of trade on their own. There have been periodic attempts to 
act against Canadian imports, such as the Gibbons Bill in the House of 
Representatives last year which proposed to make imports of products 
made from resources with a two-price system subject to countervail. 
These actions, or the threat of such actions, serve to increase 


uncertainty and hinder investment. 


The Americans have a series of complaints about pricing of energy 
feedstocks and development incentives which, they claim, distort the 
competitiveness of the market. The pricing complaints are the most 
serious because they strike at the heart of the ability to make policy 


in the national interest -- whether or not that policy makes economic 
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Table 3 


Selected Products in the Petrochemicals and Chemicals Sector: 
Canadian and United States Tariffs, 1984 


Product Canadian Tariff American Tariff 
styrene | 0.3¢/1b + 9% 
carbon tetrachloride | 11.4% | 2.3% 
ethylene dichloride | 11.9% | 0.9¢/1b + 4.7% | 
vinyl chloride | 13.4% | 13737 | 
ethylene oxide (epoxyethane) | Pea | 10. 0% | 
ethylene glycol ! 10. 0% | 12. 6% | 
phenol | 11.4% | VI3C7 Dare 57 | 
acetic acid | 13. 4%, | 1. % | 
adipic acid : 13.4% | 0.7¢/1b + 19.8% | 
vinyl acetate | 4. 3% | 13.4% | 
acetaldehyde | 13.4% | 8. 0% | 
fertilizer chemicals | Free | Free | 
fungicides | Free | La | 
ink powder | 13.4% | 8.1% | 
semi-synthetic penicillin | Free | 4.2% | 
vitamins: natural, not | | | 
articifically mixed | 10% | 0. 8% | 


Revenue Canada, Customs and Excise, Customs Tariff, Departmental 


Consolidation, 1984; International Customs Tari ureau, 


International Customs Journal, United States of America, No. 21, (16th 
S204. gasouian aoa 
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sense. Given the steps that have been taken in moving away from the 
pricing regimes of the National Energy Program and the cost of 
implementing that program it seems quite likely that this will disappear 
as an irritant in trade relations. The perceived threat to policy 
independence is unlikely to disappear given the importance attached to 


energy in the national psyche. 


Provincial and federal regulatory actions have also been the 
subject of some controversy. While it is generally recognized that 
eneray is a special commodity when it comes to export, the federal 
pricing of natural gas has been very controversial in the U.S. and 
provincial policies (Alberta and British Columbia) on resource upgrading 


have the potential to become issues under a bilateral trade pact. 


Impact of Free Trade 


There is probably no other sector where the possibility of free 
trade has been more widely discussed than the petrochemical and chemical 
sector (particularly with respect to the former). Since the time of the 
Tokyo Round tariff reductions, it has been on everybody's "wish" bist 
from the Standing Senate Committee on Foreign Affairs to industry briefs 
to the Petrochemical Industry Task Force Report. Given the level of 
U.S. tariffs on petrochemicals, it is not surprising that the support is 
so widespread in Canada. With a relatively new and lean physical plant 
based on abundant natural gas feedstocks, the Canadian producers seem 


well placed to increase their exports of basic petrochemical products 


== LS) - 


and to find market niches for more highly fabricated manufactured 


goods. 


There will obviously be some attraction to the American plastic 
industry and other groups who are now disadvantaged relative to the 
higher tariff protection afforded to more basic chemical products. 
However, the real "kicker" in negotiations would be how far the U.S. 
insisted on going on harmonization of eneray weasel: prices and 
regulations. Any intimations of a de facto continental energy policy 
would have severe political repercussions in Canada. Industry 
representatives in Canada have insisted that they need some sort of 
concession on feedstock prices (until Canada achieves market-determined 
prices) to offset the higher construction costs in Canada, colder 
Climate which affects plant efficiency, and higher transportation costs 
compared to the Gulf Coast industry in the U.S. which can utilize 
tidewater and the Mississippi River. Estimates of the necessary 
"cushion" range around the 15 per cent mark. (Feedstock costs are 
absolutely crucial for petrochemicals since they can comprise up to 60 


per cent of the production cost, e.g., ethylene.) 


The inorganic sub-sector has been Slowly restructuring to become 
more world competitive, perhaps in a narrower range of products, and 
free trade would only serve to reinforce and accelerate this trend. As 
with petrochemicals, a crucial question would be whether the U.S. would 
make demands related to the cheap hydro costs in Canada which provide 


much of the comparative advantage for the sub-sector. 
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The agricultural chemicals group would enjoy improved market access 
as it could operate under the same non-tariff rules as its competitiors 
now enjoy in Canada. In light of the large market in Canada for 
agricultural chemicals, it is entirely likely that investment could be 
attracted to establish a "product mandate" in Canada for high 
consumption commodities, especially pesticides where the existing 


investment is limited to formulation. 


The major impacts of free trade in terms of jobs and restructuring 
would involve the small scale and labour intensive parts of the sector 
today, i.e., the organic and specialty chemicals and intermediate and 
end product groupings. For the former, many of the small plants built 
in the 1940s to the 1960s would be threatened as the safety of the 
tariff wall disappeared. As indicated, there is little locational 
advantage for this sub-sector, thus, the key to adjustment will be to 
carve out a market niche to either serve a local market need or 
specialize. In any case, free trade adjustment will require capital 
investment and time. The impact on intermediate and end products is 
likely to be similar with a growing trade deficit and the closure of 
many inefficient producers. The future for these two groupings may not 
be as grim as initial judgements would indicate. The U.S. has had some 
Significant tariff barriers in some of these products and as tariffs and 
NTBs fall there may be opportunities for some producers to expand into 


the U.S., as the industry is rationalized on a continental basis. 


The future of the pharmaceutical industry under free trade is 


problematical. Health regulations are the primary barrier to trade. 
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However, where tariffs induced companies to set up branch plants in 
Canada, some disinvestment may occur. Where there is product mandating 
and a commitment to research and development, it is feasible that the 
domestic industry could undergo considerable expansion. Licensing 
requirements may be such that the structure of the industry may not 


change that much with the removal of tariffs. 


The restructured sector is likely to be more capital intensive and 
Production will probably focus more toward the commodity end of the 
production spectrum rather than on end products. This is not to say 
that the net employment impact will be negative, however, since the 
comparative advantage from the new world-scale, rationalized production 
could have industrial spinoffs which would provide much more value-added 
and more high quality jobs. Furthermore, the skilled and mobile labour 


force should adjust relatively easily without significant retraining. 


Finally, the impacts of free trade will be differential in regional 
terms. Since the groups most affected by the changes, 1.e€., organic and 
specialty chemicals and intermediate and end products are concentrated 
in Ontario and Quebec, the adjustment process will be deeply felt in 
those two provinces. Furthermore, the changes in the petrochemical 
industry with the transition to natural gas and ethane feedstocks are 


also focussed on the former oil-based industry in Montreal and Sarnia. 
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Conclusion 


As expected the sector is somewhat divided on the advisability of 
movement towards free trade, although the majority of sub-sectors are 
favourable. Only certain specialty chemical producers are firmly 
against free trade. This represents some movement to support the 
initiative since the end of the Tokyo Round. The sense is that the 
recession caused a lot of corporate rethinking about economic goals and 
policies and exposed the vulnerability of many industries. The industry 
has a preference for an agreement which is embedded in legislation to 
limit the possibilities for erosion of free trade once negotiations are 
completed. Domestically, this may be a desire to seek a pre-emptive 
means to halt any NEP-type initiatives. Continentally, it establishes 
certainty in relations and avoids the wrenching which can occur from 


sudden new protectionist initiatives in the U.S. Congress. 


Politically, the major obstacles have already been mentioned in the 
discussion of the potential impacts. The perceived threat of a U.S. 
desire for a quid pro quo in the form of a continental energy policy or 
some level of harmonization of energy and regulatory policies is bound 
to raise the nationalist ire in Canada. In the U.S. there is some 
selling to be done to convince U.S. politicians (particularly in the 
South) that Canada is not about to build several government-subsidized 
ethylene plants in Alberta to "swamp" U.S. markets at the very time when 


new market entrants are challenging from Saudi Arabia. 
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Given the collective interest in trade relations in the sector it 
seems like an ideal time to explore in greater depth the implications of 


movement toward freer trade in chemicals and petrochemicals. 
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Appendix 


Petrochemicals and Chemicals 
Sector Definition by Canadian International Trade 
Classification Commodity Codes* 


Import Export 
Sub-Sector Commodity Code Commodity Code 
Petrochemicals 40607-40664, 40698-40761, 406-40964, 
40778-40804, 40813-40929, 423 
40957, 40971-40979, 422-423 
Agricultural 40683 , 40687, 416-418 416-418 
Chemicals 
Inorganic Chemicals 400-405 400-405 
Organic and Specialty 40765, 40811, 40942-40952, 409-411 
Chemicals 40959-40965, 40981-40986, 
40998-411 
Intermediate and End 4157421, A? |, 
Products 424-429 424-429 
Pharmaceuticals 412-413, 40993-40996, 412-413, 
870-879 871-879 


* Data extracted from Statistics Canada, Imports (and Exports) 
Merchandise Trade, 1978 and 1983. Catalogue 65-203 and 65-202. 
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MACHINERY AND EQUIPMENT 


Description 


In 1975, the then Department of Industry, Trade, and Commerce 
completed a study which estimated that the machinery and equipment 
sector accounted for approximately 6 per cent of total manufacturing 
Production in Canada, 8 per cent of total manufacturing export sales, 
and 7 per cent of total manufacturing employment. Since 1981, the 
machinery and equipment sector has experienced a downturn in production 
and sales. The sector remains, however, a very vital component of 


overall manufacturing production in Canada. 


The Commission has divided the sector into two basic sub-sectors: 
heavy machinery* and other machinery and equipment**. This definition 
was obtained from Statistics Canada CITC classifications. Although the 
CITC categories are commonly used by government and industry for trade 


Statistics, SIC numbers are also very important to the sector in terms 


ol Includes general purpose industrial machinery; materials handling 
equipment; special industry machinery; and agricultural machinery 


and equipment. 


** Includes tractors (non-agricultural); heating equipment: Safety and 
Sanitation equipment; service industry equipment; and home, garden, 


and park equipment. 


slags 


of accounting for domestic production. For example, Mr. Joseph Romanow, 
President of the Machinery and Equipment Manufacturers Association of 
Canada (MEMAC), felt that the CITC divisions do not always categorize 
the sector in the same way that industry does. CITC codes represent 
commodity classifications which are compiled with data obtained from 
customs documents. SIC numbers, on the other hand, deal with shipments, 
not exports. These figures are calculated by questionnaires which are 
sent out to individual companies. In addition, MEMAC collects 
Statistics from its own members which are often more current than those 


of Statistics Canada and more accurately represent industry categories. 


As with many of the other sectors under examination by the 
Commission, the machinery and equipment sector is a diverse one. 
Consequently, it is difficult to make generalizations about it, 
especially regarding free trade with the U.S. This sector is 
distinctive, however, for several important reasons. First of all, a 
significant proportion of the machinery and equipment sector (i.e., 
heavy, custom-made types of machinery) lags behind the generai economy 
cyclically by 12 to 18 months. If production in the economy is at full 
capacity and a decision is made to buy equipment, it usually takes 12 to 
18 months to fill the order. When there is a recession, the industry is 
usually filling back orders for 12 to 18 months. When the economy 
improves, it takes a similar amount of time for customer industries to 
generate investment capital and for the industry to receive new orders. 
Secondly, the industry is export-oriented simply because the domestic 
market is not large enough. Finally, in commodity class items, the 


Canadian industry is distinctive because it concentrates more on highly 
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engineered and high quality products as opposed to those involving high 
volume and economies of scale (i.e. standard products) at the lower end 


of the price scale. 


Based on the categories in the IT&C study of 1975, resource-based 
machinery has the highest value of shipments. Of the industry's total 
production of $5 billion in 1975, approximately 40 per cent consisted of 
resource-based machinery. A similar percentage of production was plant 
and industrial machinery and the remainder was service industry 
machinery. In 1983, industry shipments totalled $9.9 billion; 

42 per cent of that sum was plant and industrial machinery, 32 per cent 


was resource machinery, and 26 per cent was service industry machinery.* 


At its peak in 1980, the machinery and equipment sector employed 
Close to 165,000 people. From 1981 until the present, this number has 
decreased but some re-hiring is anticipated in the current year. In 
addition, improved computer control and automation is beginning to have 


@ permanent effect on the industry's employment levels. 


a This information was obtained from an official at DRIE. The study 
by DRIE used SIC categories which give production statistics based 
on industry groupings. In our study, we chose to use CITC 
categories based on trade statistics since these were more useful 
for our purposes in revealing the amount of trade between Canada 


and the United States. 
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Of the 2,500 firms in the machinery and equipment sector, industry 
estimates indicate that 7 per cent have over 500 employees; 30 per cent 
have between 50 and 500 employees; and 63 per cent have less than 50 
employees. There are 300 major companies accounting for over 50 per 
cent of industry production. Of this number, 80 per cent are 
foreign-owned. Among the smaller companies, Canadian ownership is more 


prevalent. 


Trade and Protectionism 


Table 1 demonstrates the huge volume of trade in machinery and 
equipment between Canada and the United States. Approximately 70 per 
cent of total Canadian exports in the sector went to the United States 
in 1983. Although the overall sector had a huge trade deficit of close 
to $3 billion dollars in 1983, the amount of the deficit decreased by 
almost $2 billion from 1978 to 1983. One of the most noticeable 
decreases in the deficit was in the materials handling machinery 
sub-sector. In 1978, the trade deficit for this sector was $204 
million; in 1983, it was $3 million, a decrease of $201 million. This 
decrease resulted largely from the decrease in Canadian imports from 
1978 to 1983, from just over $500 million in 1978 to $330 million in 
1983. 


The majority of the overall trade deficit in the machinery and 
equipment sector can be accounted for by the heavy equipment 
sub-sector. In this sub-sector, general purpose machinery had a trade 


deficit of $616 million in 1983 while special industry machinery ran a 
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deficit of over $1 billion. The decrease in the deficit from 1978 for 
both sub-sectors can be partially accounted for by the decrease in 
imports. Exports rena virtualy unchanged during the same period. 
The $1 billion decrease in the overall trade balance from 1978 to 1983 
can also be explained by the decrease in Canadian imports in the total 
heavy machinery sub-sector. The impact of the recession on the level of 


imports and exports also cannot be underestimated. 


Table 2 reviews the levels of Canadian tariffs on a sub-sector by 
sub-sector basis. As one would expect, the level of tariffs have 
decreased from 1978 to 1983 due to the Tokyo Round negotiations - but 
they still remain relatively high, ranging from 11.9 per cent for 
industry machinery to 12.9 per cent for other machinery and equipment. 
The average tariff for the machinery and equipment sector will be 
reduced to 9.2 per cent in 1987 from the pre-Tokyo Round level of 15 per 
cent. Furthermore, in both the heavy machinery and other machinery and 
equipment sub-sectors, more than half of the imports entered Canada 
duty-free. This reflects the fact that Canada tends not to apply duties 


to machinery products that are not made in Canada. 


Overall, the heavy machinery sub-sector yielded duty of 
$160 million at an average tariff level of 12.1 per cent in 1983. This 
represents a substantial decrease from the duty collected in 1978. One 
possible explanation for the lower duty collected is the effect of the 
tariff reductions agreed to at the Tokyo Round of the GATT. Another 
possible reason for the decrease is the effect which the Machinery 


Program has had on the machinery and equipment sector. The Machinery 
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Program provides that the duty on certain items be remitted if such 
goods are not available from production in Canada. Items eligible for 
remission of duty include most machinery imported into Canada such as 
construction and materials handling equipment, certain special industry 


machinery, and logging machinery (see Appendix 1). 


Table 3 comparatively lists Canadian and American tariffs on a 
number of common machinery and equipment products. Although not al] 
items can be compared due to discrepancies in item description, most are 
fairly compatible. The American definitions are more specific than the 
Canadian in that Canada tends to lump together a wide variety of items 
under a “basket category".* In many instances, one item is categorized 
under several tariff item numbers and it is often difficult to 


differentiate between products. 


As illustrated in Table 3, there is a substantial difference 
between Canadian and American tariffs on a number of items. In all of 
the examples used, the American tariff is lower than the Canadian 
tariff. For elevators, the difference between the two tariffs is 
7.9 per cent. While it can be argued that the amount of trade in 
elevators is not that high between the two countries, it can also be 
posited that there is not more trade because of the high Canadian 
tariff. It must be realized, however, that the portion of the elevator 
that falls under the machinery and equipment sector is less than half of 
* "Basket item" 40711 (machinery, not elsewhere specified) covers 


between 80-90 per cent of machinery. 
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Table 3 


Selected Products in the Machinery and 
Equipment Sector: Canadian and United 
States Tariffs, 1984 


i naatlbeeninnclih lacie el bet, tea intial bea EE A eee TS 
| Product | Canadian | American | 
(American Description) Tariff Tariff 
Steam and other vapor 13.4% 6. 5% 
| generating boilers, and parts | | ade Val. | 
| thereof | | | 
| | | | 
| Steam engines, and parts | 11.4% | 4% | 
| thereof | | ad. val. | 
| | | | 
| Elevators 11.4% Be lh 
| ad. val. 
| Lawn Mowers, and parts thereof | 11.4% | 6. 3% | 
| | | ad. val. | 
| | | | 
| Steam turbines and parts | 15% | 7.5% | 
feeecneceos | | ad. val. | 


Revenue Canada, Customs and Excise, Customs Tariff, Departmental 
Consolidation, 1984; International Customs Tariff Bureau, International 
Customs Journal, United States of America, No.21, (16th edition), 1983-84. 
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the total cost of the structure. The cost of local erection and 


fabrication of the elevator are not taken into account here. 


Farm machinery is imported duty-free and with the exception of 
electrical machinery, most industrial machinery is covered under the 
duty remission scheme in the Machinery Program. In order to favour our 
resource industries, there are tariff items labelled "end-use" under 


which equipment is imported duty-free. 


Although the tariff rate is substantial on a number of items, it is 
the non-tariff barriers that are of major concern to the machinery and 
equipment industry. MEMAC claims that the extent of American NTBs is 
considerable. Federally, there is the “Buy America" Act, for example. 
Authorities such as the Tennesse Valley Authority, the New York Port 
Authority, and others (which are important government sector or public 
procurement markets for Canadian products) have clauses in most tenders 
which give a distinct percentage preference to American contracts and 
products. There can be as much as a 15 per cent preference given to 
U.S. firms. Thus, the industry feels that any agreement for free trade 
with the U.S. would have to address the problem of NTBs and their 


implications for Canadian trade in the machinery and equipment sector. 


In addition to NTBs, there are several other trade-related 
regulations which impact heavily upon the machinery and equipment 
Sector. The Canadian government assists the industry through the 
Program for Export Market Development (PEMD). This incentive program is 


not limited to the machinery and equipment industry. On the U.S. side, 


Sb 


the Domestic International Sales Corporation (DISC) program can provide 
a very substantial export subsidy. When it is forcefully applied, DISC 
can be very significant. It permits American exporters to apply lower 
income tax rates to product destined for export. Because it constituted 
a cause for international concern during the Tokyo Round of GATT and 
became too expensive for the U.S. to maintain, the United States decided 
to dismantle DISC and replace it with the Financial Sales Corporation 
(FSC).* Both DISC and FSC serve a similar purpose in the field of tax 


incentives. 


Impact of Free Trade 


Because the machinery and equipment sector production is so varied, 
it was difficult to obtain a reasonable level of consensus within the 
sector regarding the adviseability of a free trade agreement with the 
United States.** In terms of Canadian production and economies of scale 
and market access to the U.S., there could be a mixture of positive and 
negative effects under a free trade agreement. The machinery and 
equipment sector is very ambivalent because of the high degree of 


American foreign ownership in the industry. MEMAC argues that the 


bs FSC has not yet been implemented but is stil] under legislative 


review. 


** = MEMAC completed its own survey on whether or not its members 
favoured an FTA with the U.S. The results of this survey are 


illustrated in Diagram I. 


= TWAS 


impact of a free trade agreement with the U.S. would vary immensely with 
corporate policy. Ingersoll-Rand, for example, has the prerogative of 
competing with its own corporate plants in the U.S. with its Canadian 
product. Another firm, on the other hand, could compete in the rest of 
the world but would be prohibited from competing against its American 
plants in the United States. The latter case, coupled with the advent 


of a common market, could result in the closure of the Canadian plants. 


Economies of scale are not a major factor in the heavy and 
custom-made sectors of the Canadian machinery industry. They basically 
Survive on individual orders. The mass production of standard products 
such as valves, pumps, and compressors, on the other hand, would be 
highly sensitive to an FTA. In 1983, however, industry figures 
estimated that standardized products constituted only 4.3 per cent of 


total Canadian machinery and equipment exports to the United States. 


With regard to competition, the Canadian industry would generally 
be competitive in terms of engineering and delivery. It is on price 
that we might not be competitive. Price is determined, to a large 
extent, by four major factors - labour cost, currency exchange rate, 
materials costs, and tariffs. In some periods, Canadian labour is 
cheaper than American, while in others, the reverse is true. The 
current lower value of the Canadian dollar has a major impact on price 
but primarily on imports rather than exports; materials costs in the two 
countries are relatively comparable; and the tariff is a Significant but 
not overwhelming factor. Competition, in turn, depends on the 


efficiency of the plant and its infrastructure. The industry estimates 
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that on average Canadian manufacturing plants are 25-30 per cent less 
efficient at this time than U.S. plants, largely due to greater 
modernization investment on the U.S. side. If a Canadian subsidiary 
plant is efficient and sufficiently competitive in its product, chances 
are that the American parent will leave the firm intact. If, on the 
other hand, the plant is inefficient and the product could be produced 
more effectively in the U.S., the Canadian subsidiary would be forced to 
close. In terms of American investment, parents would not necessarily 
favour Canada unless there is a substantial domestic demand for the 
product manufactured by the subsidiary. There are no significant 
attractions (i.e., home sales; cheap labour) in our industry vis-a-vis 
the U.S. which would cause an American parent to invest money in Canada 
instead of the U.S. There was a general consensus within MEMAC's 
membership that the long-term impact upon investment under an FTA would 


be negative. 


Regarding employment, industry representatives felt that on 
balance, the labour force would decline. Under total free trade, 
corporate adjustments would have to be made with Canadian subsidiary 
plants working under capacity being closed down as U.S. parent companies 
relocated their operations to the U.S. The areas in which there is the 
greatest risk of job loss are those in which the U.S. is our chief 
competitor (i.e., mining equipment; oi] and gas equipment, especially 
pumps and values and wellhead equipment; and machine tools). Because 
the vast majority of machinery and equipment companies in Canada have 
American parents, unless product rationalization occurred, some firms 


would be forced to wind down their operations and function primarily as 
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servicing outlets. Some plants, on the other hand, would probably 
rationalize their products to a greater degree than at present. The 
route which companies eventually follow depends, to a large extent, on 


corporate policy. 


It was noted in discussions with government officials that U.S. 
parents have also been suffering as a result of the recession and that 
if the U.S. plant is inefficient, it will close as well. The exchange 
rate is making Canada very competitive at present and as a result, the 
opposite of what is often expected could occur, namely, that the 
Canadian operation could remain open while the U.S. one closed. If a 
decline in employment did occur, the regional impact would be 
concentrated mostly in Ontario, where approximately 65% of the workforce 


is located. 


Conclusion 


While the impact of economic factors under an FTA would be 
substantial, there is also concern over the political implications of 
free trade. One view expressed by industry representatives is that 
politics and economics are intricately intertwined and that some degree 
of policy maneuverability would inevitably be lost. An example would be 
if restrictions were imposed on the Machinery Program which has 
benefitted the industry U.S. insistence under an FTA. Totally unlike 
the European Common Market which is often used for comparison purposes, 
the situation between Canada and the U.S. would not be an agreement 


between nine relatively similar economies but between two partners in 
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which one would be operating on an economic scale at least ten times 
that of the other. The attraction for Canada would be the huge American 
market and the benefits which an increasingly more open market would 
yield. The possibility that a certain amount of political sovereignty 


would be lost, while a concern, did not appear to be a major one for the 


industry. 
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Appendix 1 


The Machinery Program, administered by the Department of Regional 
and Industrial Expansion, provides that the duty on certain items be 
remitted if such goods are not available from production in Canada. The 
Machinery Program came into effect around the same time as the Kennedy 
Round negotiations in 1968. Its main “objective is to increase 
efficiency throughout Canadian industry by enabling users to acquire 
advanced equipment not attainable from Canadian production at the lowest 
possible cost, yet affording Canadian manufacturers tariff protection on 
the machinery and equipment as soon as they are in a position to 
supply it. This is particularly significant for Canadian producers of 
custom engineered machinery" (Machinery Program, Department of Industry, 


Trade, and Commerce, 1978, p. 2). 


The Machinery Program has also provided a forum whereby DRIE and 
machinery and equipment manufacturers can realize potential customers 
and identify the demand for machinery and equipment which might be 
economically manufactured in Canada. Through the Machinery Program, 
manufacturers have been given assistance to increase their range of 
products, expand production facilities, and improve international 
markets. Between its inception in 1968 until 1978, the Machinery 


Program saved machinery manufacturers more than $1 billion. 


aS Aeee 


Appendix 2 


Machinery and Equipment 
Sector Definition by Canadian International Trade 
Classification Commodity Codes* 


Import Export 

Sub-Sector Commodity Code Commodity Code 
General Purpose 

Machinery 501-502, 50405-50437, 501-502, 50425-50428, 

505-509 505-509 

Materials Handling 

Machinery 511-519 511-519 
Special Industry 521-52329, §21-52329, 

Machinery 52349-529 52349-529 
Agricultural Machinery 541-546, 50403 541-546 

and Equipment 
Other Machinery 

and Equipment 551, AZO 730 551 s/2neged 


a 


* Data extracted from Statistics Canada, Imports (and Exports) 
Merchandise Trade, 1978 and 1983. Catalogue 65-203 and 65-202. 
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AUTOMOTIVE PRODUCTS 


Description 


The automotive products sector is arguably the most important 
manufacturing sector in the Canadian economy. Not only is it Canada's 
largest manufacturing sector, but it is integrally linked to Canadian 
foundry production, the rubber products industry, the textiles industry, 
the glass products industry, and the steel industry, to list some of its 
more important linkages. It is credited with leading the post-recession 


recovery of the last couple of years. 


The automotive products sector is also structurally unique among 
Canadian manufacturing industries. As a consequence of the Automotive 
Products Trade Agreement (APTA), or auto pact, of 1965, the Canadian and 
U.S. industries have been effectively integrated for the past two 
decades. The auto pact has thus been used by some as an illustration of 
the potential benefits of free trade; however, it includes some 
important content and production safeguards to the Canadian industry 
which prevent it from constituting an example of full sectoral free 
trade. Nonetheless, the auto pact makes the automotive industry an 
important point of reference for the current discussions of sectoral and 


full free trade. 


Our definition of the automotive products sector corresponds 
closely to that used by DRIE officials. DRIE sources listed four 


sub-sectors: motor vehicles, auto parts, specialty vehicles (eg. fire 


- 156 - 


trucks, mining trucks, ambulances and military vehicles) and tires and 
tubes. Using Statistics Canada data, we have split the DRIE motor 
vehicles sub-sector into two: autos and chassis, and commercial trucks 
and truck chassis. Also, we have included some items in the “other 
motor vehicles" category which would customarily be listed elsewhere - 
for example, golf carts and snowmobiles. Of the various sub-sectors, by 
far the two most important are the vehicle assembly group, and the 
engines, parts and accessories group. The latter grouping is 
customarily sub-divided into original equipment (OE) parts, and 


after-market (or replacement) parts. 


Total employment in the sector has now reached 130,000, an increase 
in the previous high of approximately 125,000 reached in 1978. The 
recent upswing follows a period of decline, when the North American 
industry was embattled by increasing energy costs, increasing foreign 
competition, and outdated production methods and Products. During this 
downswing, employment dropped to around 100,000. The current total is 
Split equally in Canada between the vehicle assembly and the parts and 


accessories sub-sectors. 


Firms in the vehicle assembly sub-sector are almost al] 
American-owned. The sub-sector is dominated by the "big three" (GM, 
Ford and Chrysler), plus AMC, which is now 46 per cent owned by 
Renault. Given the intergration of the North American industry, it is 
not surprising that there are high levels of intra-corporate trade. The 
parts industry is much more diffuse. The Automotive Parts 


Manufacturers' Association of Canada (APMA) has 320 member-firms, the 


- 157 - 


majority of which are Canadian-owned. Most of the largest firms are 
American-owned, however, and there is a growing foreign (mainly 
Japanese) presence in the industry. An encouraging development is the 
recent improvement in the performance of Canadian-owned parts 
manufacturers. Less than four years ago, the parts industry was held up 
as an example of low productivity and outdated methods, and none of the 
nine largest independent parts manufacturers were Canadian. Today three 
of those nine are Canadian-owned, including the largest--Magna 
International. Overall, half of all parts production is in-house 
production by the large vehicle manufacturers, 20 per cent comes from 
large MNE's, and 30 per cent is produced by Canadian-owned firms. In 


tires, there are eight companies which are predominantly foreign-owned. 


Under the auto pact of 1965, Canada and the U.S. eliminated duty on 
each others' new automotive products, with certain restrictions and 
safeguards. This agreement facilitated the rationalization of the 
industry on a continental basis, allowing (especially in Canada) the 
achievment of unprecedented economies of scale. The Canadian industry 
no longer produced an extensive range of automotive products, rather, 
its plants were converted to the production of a smaller number of 
products for the entire North American market. The result for Canada 
has been greatly increased levels of production, both in absolute terms 
and as a proportion of North American production; lower prices to 
consumers (now apparently below U.S. consumer price levels); and 
increased employment and wages. However, many feel these benefits could 
not have been secured without the safeguards which were attached to the 


agreement. In the U.S., duty-free status was accorded only those 
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Products with 50 per cent North American content. In Canada, it was 
accorded only those producers that had production in Canada equal to 

75 per cent of the value of their sales in this country, and that had 
met a required percentage of Canadian value added (CVA) in their 
Canadian production. Failure to meet these annual targets resulted in 
the application of Canadian tariffs to that producer's imports of parts 
for final assembly in Canada, and automobiles. In practice, only 
U.S.-owned manufacturers and Volvo (Sweden) took advantage of the pact; 
however, in theory, any firm could produce in Canada under the terms of 
the pact if it so wished. The terms of the APTA applied only to new 
vehicles, and thus to original equipment (OE) parts; aftermarket parts 


remained, and remain, subject to duty in both countries. 


Some of the more conspicuous benefits of the auto pact have been 
cited above; the down side is that control of this most important of 
manufacturing industries was largely surrendered to interests south of 
the border. The major vehicle manufacturers, though American-owned, had 
maintained relatively autonomous management structures in Canada prior 
to the agreement. After the pact, however, all investment decisions 
were made in Detroit; thus, Canada has ended up with a disproportionate 
amount of the more labour-intensive production processes (in fairness, 
Canada wanted more labour-intensive activity in 1965 to increase 
employment). R&D was centralized, not surprisingly, in the United 
States. In this general context, some sources argue that without the 
Safeguards, U.S.-owned firms would have gradually shifted all their 
important manufacturing processes south of the border, leaving Canadian 


manufacturing severely and permanently weakened. The APMA, for example, 
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asserts that with most of the Canadian content requirements met through 
in-house production, the big three went to American parts firms for 
virtually all their remaining requirements, causing much of the Canadian 


parts industry's weakness over the last two decades. 


Other sources argue that the safeguards, like many rules, 
encouraged minimalist behaviour on the part of the major vehicle 
producers, encouraging them to meet their quotas but to avoid the effort 
required to establish an “integrated or dynamic industry in Canada."1 
These sources argue that despite the undeniable benefits of the pact, 
its safeguards locked Canada into a state of permanent dependence in the 
North American automotive industry, stuck without R&D and with more 
unskilled jobs, and unable to renegotiate without reopening issues which 
might jeopardize the whole agreement. This debate captures some of the 
Classic issues and arguments which rage in economics between those who 
favour a more activist, interventionist role for government in the 
economy, and those who favour the primacy of an unhindered market. 


Unfortunately, the pact has hardly resolved these issues. 


Recently, changing conditions in the industry internationally have 
led to a revival of this debate. Roughly stated, the industry is being 
internationalized. All major manufacturers are seeking markets 


throughout the industrialized and industrializing world. Increasingly, 


See Gilbert R. Winham, “The Canadian Automobile Indstry and 


Trade-Related Performance Requirements," in the Journal of World 


Trade Law, Vol. 18, No. 6, Nov./Dec. ‘84, p. 486. 
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major firms are collaborating on development projects regardless of 
their national origin, and are purchasing parts from wherever they are 
cheapest, regardless of location. All markets are being increasingly 
penetrated by imports. Nowhere has this trend been more acutely felt 
than in North America, where the competition from cheaper and higher 
quality imports forced a major effort to modernize design and production 
in recent years, and where encroaching import penetration continues to 
spark debate. Many, including the Motor Vehicle Manufacturers' 
Association (Canada) and the APMA, support a recent federal task force 
recommendation that auto pact-type terms be extended to all producers 
with sales in Canada, regardless of national origin, on a compulsory 
basis. Others feel such an intervention in the flow of international 


trade would be disastrous. 


The industry in Canada is located almost entirely in Ontario and 
Quebec, with over 80 per cent of employment in southern Ontario. Labour 
is highly unionized, and is well paid both by Canadian manufacturing 
industry standards, and by international standards in the automotive 
industry. A well-publicized chink in the unified North American 
industry recently developed when the Canadian branch of the UAW broke 
away from its international parent. The consequences of this 


development are as yet uncertain but could prove to be interesting. 


Trade and Protectionism 


Table 1 illustrates the volume and direction of Canada-U.S. trade 


in the automotive products sector. Most noteworthy is the sheer volume 
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of trade: in 1983, Canada exported over $21 billion in this sector, and 
imported over $17 billion. This represented nearly a $3 billion growth 
in exports since 1978, and just over $2 billion decline in imports. The 
strength of the industry in Canada is greatest in the trade of autos and 
chassis, and trucks and chassis. In the former, Canada had a 

$4.6 billion surplus in 1983, while in the latter, the surplus was 

$3.2 billion. Such impressive trade statistics would simply not be 
possible without the unhindered access to the U.S. market, and hence 


specialization, which the APTA affords. 


In engines, parts and accessories, Canada continues to run a 
substantial deficit of $3.6 billion. However, this is a marginal 
absolute decrease from the 1978 figure of $5.5 billion. The fact that 
this deficit decreased substantially, while the vehicle assembly surplus 
increase substantially, accounts for the turnaround of Canada's overal| 
trade position in the sector from a deficit of $768 million in 1978 to a 
surplus of $4.4 billion in 1983. However, Canada's current surplus is 
not likely to last, since it is based largely on the unexpected 
popularity of large vehicles which is in turn due primarily to the 


weakness of world fuel prices. 


In tires and tubes, Canada's trade surplus with the U.S. increased 
from $74 million in 1978 to $282 million in 1983. Given the fact that 
DRIE sources suggest the Canadain tire industry is characterized for the 
most part by small, out-of-date and inefficient plants, Canada's growing 
surplus is somewhat surprising; tire manufacturers benefit from the 


inclusion of tires on completed vehicles under the auto pact. 
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Table 2 shows average tariffs in the various sub-sectors of the 
Canadian automotive industry. It also clearly demonstrates the impact 
of the auto pact on trade restrictions: for example, while average 
tariffs on the dutiable value autos and chassis in 1983 were 12.1 per 
cent, only 2.3 per cent of imports were in fact dutiable. This same 
pattern applies to trucks and truck chassis. In parts and accessories, 
the percentage of dutiable trade is only slightly higher, 4.4 per cent. 
This is surprising in light of the fact that all aftermarket part sales 
are dutiable, but probably accounted for by the fact that after-market 
parts are protected by a prohibitive tariff which discourages large 
volumes of U.S. imports. In tires, the vast majority of imports are 


subject to substantial tariffs, which averaged over 14 per cent in 1983. 


In general, tariff rates have decreased in amounts ranging from 
just over 1 per cent in the case of parts to 3.3 per cent in the case of 
tires. Vehicle tariffs now stand at 12.1 per cent. While this is still 
a substantial level of protection, the tariff will continue to drop to a 
level of 9.2 per cent by 1987, in keeping with Tokyo Round commitments. 
If further cuts are negotiated in a new MIN round, an interesting 
question will arise regarding the long-term fate of the APTA as the 
incentive for U.S. producers to build their cars in Canada is 
mainly avoidance of the Canadian tariff. If tariffs drop to 
insignificant levels, one wonders if U.S. firms might not start to 


disinvest. 


Table 3 lists some Canadian and U.S. tariff rates on comparable 


items. Obviously, the table is misleading, because most automotive 
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trade is with the U.S., and most of this trade is duty-free. However, 
the table demonstrates that where tariffs apply, as they do for example 
on after-market parts and on tires, Canadian protection is in general 
substantially greater than American protection. It should also be 
remembered that most of these tariffs are declining, as negotiated 


during the Tokyo MTN Round. 


Obviously, the safeguards in the auto pact constitute a significant 
non-tariff barrier on the Canadian side. According to the terms of the 
agreement, qualifying manufacturers were required to: maintain for each 
class of vehicle produced (e.g., autos, trucks, etc.) their 1964 
production-to-sales ratio in Canada or a production-to-sales ratio of 75 
per cent, whichever was higher; and to maintain in each class of 
vehicles "Canadian value added" (CVA) at least equal to the absolute 
value attained in 1964. In addition, the Canadian vehicle manufacturers 
submitted "letters of undertaking" to the Canadian government in which 
they agreed to: first, increase CVA each model year by 60 per cent of 
the value of the growth in Canadian car sales, and by 50 per cent of the 
value of the growth in commercial vehicle sales; and second, 
collectively increase CVA in the production of vehicles and OEM parts in 
Canada by $260 million over the 1964 CVA level, by a deadline of July 
1968 (this latter undertaking was easily met and surpassed). The U.S., 
for its part, gave duty-free status under the APTA to vehicles 
containing 50 per cent North American content. Because Ons 


discriminatory nature, the Americans had to obtain a GATT waiver fOG 


this provision. 
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Table 3 
Selected Products in the Automotive Products Sector: 
Canadian and United States Tariffs, 1984 


Canadian Tariff American Tariff 


Automotive Trucks 11. 4% 8.5% 
under (free if Cdn.) 


12297 6. 5% 


Fire Engines 


Concrete Mixers 11.4% 


Starter Motors 11.4% 
under APTA) 


Seer 
(free for Cda.) 


4, 2% 


Compression-Ignition 11.4% 


Engines (free under APTA) 
Fuel injection pumps 11.4% Coal b 
for compression- (free under APTA) (free for Cda.) 


ignition engines 


Hose, pipe and tubing for 14.6% 3.4% 
conducting gases (free under APTA) (free for Cdn. 
or liquids autos) 

Tire Tubes 12.9% 4.2% 


Revenue Canada, Customs and Excise, Customs Tariff, Departmental 


Consolidation, 1984; International Customs larift Bureau, International 
Customs Journal, United States of America, No. 21 (16th edition), 
1983-84255 
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More recently, both Canada and the United States have negotiated 
import ceilings with the Japanese. This fact demonstrates that the 
North American industry is effectively integrated, and thus faces the 
same international challenges. At present, the most serious trade 
issues in the automotive sector relate to the growing strength and 


market penetration of offshore manufacturers. 


Both Canada and the U.S. apply increasingly substantial safety and 
emission standards, which are often viewed as NTB's. Given the 
importance of the sector to manufacturing industry and employment in 
both Canada and the U.S., governments in both countries have not 
hesitated to intervene to assist the sector when they have perceived the 
need to do so. The best-known example of government intervention was 
the bailout of Chrysler. In Canada, government assistance recently 
facilitated the construction of a large new plant by AMC-Renault in 
Brampton. Thus, while one is unlikely to identify many ongoing 
industrial assistance programmes in the sector, it is not at all unusua | 
to see government intervention where policy-makers perceive a need or an 


opportunity. 


Impact _of Free Trade 


The likelihood of negotiating absolute free trade in the core part 
of the automotive sector (i.e. that segment covered under the APTA) is 


not great according to industry sources. The industry has rationalized 


on the basis of a set of quotas and safeguards which, if removed, could 


lead to a serious decline in the Canadian industry, or at least to a 
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measure of uncertainty which policy makers would likely find 
unacceptable. Certainly, Canadian officials have resisted all previous 
attempts by American officials to have the safeguards removed. It is 
impossible to speculate on how the industry would have evolved without 
Safeguards: as it is, the industry has matured with management, R&D, 
and other “brain" functions based mainly in the U.S., and with the 
Canadian industry based primarily on the more labour-intensive 
production processes. If safeguards were removed now, the Canadian 
industry fears that it would be easy and logical in management eyes to 
shift a good portion of Canadian production to U.S. facilities. While 
some sources feel that there are Canadian cost advantages, notably in 
wages, which make this unlikely, the example of the persistently 
increasing deficit in after-market parts, cited in the 1978 Reisman 
Report, indicates that Canada is relatively uncompetitive and lacking in 
comparative advantage in automotive production. Specifically, it was 
noted in the Report that in spite of substantial tariff protection, the 
Canadian deficit with the U.S. in after-market parts had increased 
Steadily since the inception of the auto pact, indicating that Canadian 
Producers had become increasingly unproductive - and, by extension, that 
Canada lacked a comparative advantage in the production of automotive 
Products. In sum, although there is talk periodically of renegotiating 
the auto pact, the removal of all safeguards would probably not be 


acceptable to the Canadian industry. 


In the tire sub-sector, as mentioned previously, most Canadian 
plants are small, out-of-date, and inefficient--and are, furthermore, 


largely foreign (especially American) owned. Given the relatively huge 
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Scale economies available to American producers, it seems probable that 
the Canadian industry would have a difficult time without protection, 


and might experience widespread disinvestment. 


The only other area where free trade would impact on the sector is 
on after-market parts, where Canada currently maintains an average 
tariff rate of around 11.4 per cent. While after-market part sales 
represent only 10 per cent of the sales of the Canadian parts industry, 
one would expect the removal of tariffs would have a fairly minimal 
impact on the sector. Nevertheless, the Canadian industry does not want 
to see the removal of protection. Profit margins are reported to be 
relatively high on the sale of after-market parts, so that they probably 
constitute an important buffer to the Canadian parts industry. However, 
given its recent improvements in productivity and sales, the industry 
might be able to adapt successfully to a free North American market for 


replacement parts. 


The most significant trade related issue facing the sector at 
present is the question of how to respond to the challenge by offshore 
producers to the Canadian section of the North American industry, and 
how such a response would affect the auto pact. As mentioned 
previously, both Canada and the U.S. have negotiated voluntary import 
restrictions on Japanese cars. However, the current Canadian and U.S. 
agreements end in April of this year. A federal task force in 1983, 
co-chaired by Bob White of the UAW and Pat Lavelle of the APMA, 
recommended that offshore producers be required to comply with the same 


terms aS producers under the auto pact - jie. to produce the same value 
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of automobiles in Canada as they sell here, and to include a fixed 
percentage of Canadian value added in their Canadian production. It was 
hoped that such a policy would bring similar benefits to Canada from 
offshore producers as those achieved under the APTA from North American 
Producers, and perhaps some new ones such as increased employment, 
increased business for Canadian parts producers, increased manufacturing 


Production in Canada, etc. 


The task force's recommendations have not been implemented, though 
they have been thoroughly debated, and were recently endorsed by the 
Motor Vehicle Manufacturer's Association in its brief to the 
Commission. Among the major concerns raised against the idea are that 
content rules create costs to the consumer and inefficiencies in 
production which run counter to the growing internationalization of the 
industry. Furthermore, such a plan would aid the proponents of various 
content regulations in the U.S. which would be harmful to Canadian 
interests and would give offshore producers duty free access to the 
American market via Canada - a situation which the U.S. would certainly 
find objectionable and which might jeopardize the APTA. Thus, Canadian 
and American automotive interests are already inextricably linked: the 
real question is how the North American industry wil] respond to the 
challenge of internationalization and what capacity Canada has for 


autonomous policy initiatives without jeopardizing the auto pact. 
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Conclusion 


The automotive products sector has a unique role to play in the 
current debate over free trade, because to a limited extent, it already 
exemplifies it. The rationalization of the Canadian and American 
industries was achieved through the 1965 Automotive Products Trade 
Agreement (APTA). Most authorities, both within and outside the 
industry, would agree that the pact has generally benefitted hoth Canada 
and the U.S. In Canada, it can be credited with increasing industry 
Productivity, production, .employment, trade, and with lowering consumer 
prices on automobiles. Thus, most firms in the sector would endorse 


this limited experience with liberalized trade. 


However, the auto pact does not represent complete free trade in 
this sector. It includes certain quotas and safeguards which, in 
Canada, ensure the value of vehicle production equals 75 per cent of the 
value of Canadian sales, and that Canadian value added remains at least 
at its 1964 level. There have been drawbacks to the auto pact: loss of 
management and R&D functions in Canada, and the concentration of 
labour-intensive production processes in Canada. Whether safeguards 
prevented the negative effects from being much worse, or whether they 
encouraged a harmful minimalist approach on the part of the major 
automotive firms is unclear. In any case, the auto pact has led to the 
development of an industrial structure in this sector which very likely 
makes the negotiation of full free trade, and the resultant loss of 


Safeguards, unacceptable to the Canadian industry. 
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Where significant tariffs still remain - in tires and on 
after-market parts - the industries in question oppose free trade. 
While parts manufacturers have made significant gains in efficiency and 
profitability recently, and could be expected to weather the limited 
adjustments involved in moving to full free trade, the tire sub-sector 
has significant problems and might generally fare poorly under full free 


trade. 


As mentioned previously, an interesting chink in the integration of 
the North American industry developed recently when the Canadian branch 
of the UAW pulled out of the international union. It remains to be seen 
whether this move will lead to significant differentiation between 
labour in the two countries, and whether it will alter corporate 


perceptions of Canadian labour. 


Finally, it should be noted that the major competitive challenge to 
the industry in both Canada and the U.S. now comes from large offshore 
producers. How North American policy makers and the industry deal with 
this challenge will have a crucial effect on the future prosperity of 
this most important of manufacturing industries, and perhaps on the 


future of the APTA. 
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Appendix 


Automotive Products 
Sector Definition by Canadian International Trade 
Classification Commodity Codes* 


Import Export 

Sub-Sector Commodity Code Commodity Code 
Autos and Chassis 581 581 
Trucks and Chassis 

Commercial 583 583 
Other Motor Vehicles 58730-58799 58742-58799 
Road Vehicle Engines, 

Parts and Accessories 50401, 588-589 50401, 588-589 
Tires and Tubes 6217 625 621,625 


* Data extracted from Statistics Canada, Imports (and Exports) 
Merchandise Trade, 1978 and 1983, Catalogue 65-203 and 65-202. 
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URBAN TRANSIT 


The Canadian urban transit sector is extremely difficult to 
define. This is especially so in the statistical sense, and 
consequently, we were unable to arrive at a satisfactory definition with 
Statistics Canada information. The basic problem is that the urban 
transit sector refers less to an industrial categorization than to a 
marketing categorization: most firms which produce urban transit 
vehicles and products do so as one element of a much broader product 
line, and will shift labour and production resources in and out of urban 
transit items according to demand. This is necessary because equipment 
is generally sold on the basis of large, infrequent and expensive 
orders, making for a "lumpy" market and wide variations in annual levels 


of sales and production. 


Fortunately, the urban transit sector was the subject of a 1984 
feasibility study on the possibility of free trade, written by Ben Lal 
of the Department of Finance. We will rely heavily on the statistics 


and information accumulated for that study in our discussion. 


The sector includes a diverse range of products, from complete 
vehicles to vehicle control and communication systems, to fare control, 
traction power and track systems, through passenger distribution and 
maintenance systems. The feasibility study was able to identify four 
basic sub-sectors: rail car manufacturers, bus manufacturers, suppliers 
direct to operators (eg. Toronto Transit Commission), and suppliers to 


vehicle manufacturers. In terms of companies, the sector breaks down as 


ASE 


follows: five major transit vehicle firms (the “driving force" in the 
sector), 25 significant manufacturers of components and materials, a 
number of consulting and engineering firms, and about 200 firms 
occasionally or peripherally involved in urban transit, for a total 


number of associated firms of just under 250. 


In the urban rail sub-sector, a variety of firms must collaborate 
on bids for new orders, because contracts are for entire rapid transit 
systems. Many of the components which go into both urban rail vehicles 
and buses are made in the U.S., so even vehicles built for the Canadian 
market will have close to 50 per cent foreign (ie. American) content. 
However, among the vehicle manufacturers, Canadian ownership is high: 4 
out of 5 major vehicle manufacturing firms are Canadian-owned, and two 
are provincially-owned. This is not the case among component 


manufacturers, where foreign-owned companies predominate. 


The growth of the industry in Canada has been dramatic. According 
to Lal ("Feasibility Study", 1984), sales for the period 1971-1977 
totalled $316 million with almost no exports, while sales for 1978-1982 
were over $1.3 billion of which approximately 40 per cent represented 
export sales. The U.S. market was essential to Canadian producers: it 


was the source for 95 per cent of this country's exports. 


In the wake of the rapid expansion of the 1970's, the industry 


posesses a substantial overcapacity in the 1980's. The bus sub-sector, 
for example, produced an average of 1,050 units annually from 1976 to 


1982, while its capacity was 1,500 units (Lal, p.7). In light of 
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declining sales prospects in the 1980's, industry and government sources 
predict a limited "shakeout" of firms in the sector over the next few 


years, with or without free trade. 


DRIE literature estimates total employment in the sector at 7,000 
although this total is difficult to establish because of its variability 
and the fact that it will often represent only a portion of the 
employment within a multi-faceted firm. It breaks down regionally as 
follows: Ontario-44 per cent; Quebec-36 per cent, Manitoba-10 per cent; 


other western provinces-10 per cent. 


Trade and Protectionism 


As previously mentioned, Statistics Canada information is 
inadequate for the purpose of describing the urban transit industry. 
This is demonstrated by Tables 1 and 2. Table 1 attempts to show 
vehicle exports and imports; however statistics cannot be broken out for 
exports of urban rail vehicles. Furthermore, the bus statistics include 
Sales of school buses and inter-city buses. The statistics do not 
include trade in the many urban transit components produced in Canada, 
which are subsumed within other sectors - notably electronics. 
Furthermore, annual statistics are misleading because of the “lumpiness" 
of urban transit sales. However, Table 1 does demonstrate the huge 


increase in trade between 1978 and 1983, reflecting the trend from 1971 


Onwards. 


Ora 


*saluobayed awos UL SaunBijy JO aseajau oy} quadAedd satny ALL eLyUapLjuos 
epeuey) SIL3S17e9S aSNeday puke *S4O}D9S 4aYzO ULYZIM PpauULeqUoOD sue YILYM SyOnNpOud JOJ SILYSL3ZeYS 
ayebaubbe 09 AqL[tqeuL ayy yO asnedeq ‘apes Auysnpul aqiiosap Ajayzeunooe YOU SvOp s[qezy SLU, :970Ny 


*sue| [Op 
4URJSUOD JO SUOLYR{NI[LD UOJ ,MALAUBAQ, JO € BLGeL OF yasay “SaNLeA EST UL Passaudxa s4e| Op quezsuoy *2 
*sue| [Op quauung “T 


"pB6LT ‘(SLSeg Swoysng Mey) LeNuUy SUOLSLALG apes] [eusayX] ‘epeue) Sdt3size4S 


a 


i a 


JOJDAS JLSUeU] 


uequn 
| por‘os | (vuuss) | Poaccolee GOL°Ip lem lOv‘0gm | a98h Sele leer SOL 9S [eyo] 
| | | | Sued 


| | | | | |  emires puel 
(SoZ ‘T) - | GoL‘I | pUY | gG2 - - - qisuesy pidey 
pa| tadoud 


| | -41aS 


| 
SLSSeU) 
ove “TY (26S ‘t) Lot‘ v9 gue ‘Tv 9b1 ‘92 98h “S2I 802 ‘9E 9€2°E2 RB sesng - 
SWI4SAS 
ILILYDA 
goue [ey SqUOdwy 
oped ueLpeuey) 


Sy40dxq 
ueLtpeuey 


J039aS-qns 


(spuesnoy) uetpeue ¢) 


JO}D9S JLSues] Uequn 
ZEB6T PUR BEL 6897S PazLUH By YILM apes ueLpeUeD 


aT 9192] 


- 178 - 


The tariff figures arrived at in Table 2 for buses are considerably 
higher than the tariff rates listed in Table 5, again confirming the 
inaccuracy of our data. However, the figure for urban rail vehicles in 
Table 2 is a fairly close match of the rates in Table 5. Both tables 


Show that Canada imposes substantial duties on foreign imports. 


Table 3 illustrates the rapid increase in both export sales and 
overal] sales which has characterized the Canadian industry since 1971. 
It also demonstrates the lumpiness of sales. Although there has been a 
general increase in sales over the entire period in question, this same 
pattern has not been consistent on an annual basis. In fact, domestic 
and overal] sales decreased each year between 1977 and 1981, before 


rebounding dramatically in 1982. 


Table 4 illustrates the current position of the industry, by 
tallying up major upcoming sales. The table illustrates that the 
industry will experience continued growth over the short term, although 
longer term prospects are not so promising. It also demonstrates 
graphically the importance of the American market to Canadian 
producers: not only do current American orders constitute 95 per cent 
of upcoming export sales, but they are almost 2.5 times as valuable as 
upcoming domestic orders. Thus, the importance of continued access to 


the American market cannot be overemphasized. 


Table 5 show that Canadian tariffs are, on the whole, significantly 
higher than American tariffs. However, there is a consensus within the 


industry that tariffs are less Significant barriers to trade than NTBs. 
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Not surprisingly, the industry has few objections to the maintenance of 
the current tariff structure. As noted in the table, buses produced by 
eligible firms can be imported duty free by either country under the 
terms of the Auto Pact, although the Canadian content requirements in 
the pact effetively limit bus sales in Canada to Canadian plants, since 
American buses which do not meet the safeguards are subject to the 9.2 
per cent duty. It is only recently that Canadian bus manufacturers have 
been subjected to similar content requirements as a consequence of the 
Buy America provisions of the federal Surface Transportation Assistance 
Act (STAA). Given the relative size of the U.S. market and the fact 
that much of their content was already American, Canadian manufacturers 


have readily adapted to the new requirements. 


As suggested previously, the industry in Canada is far more 
concerned with non-tariff barriers than with tariffs. These are 
substantial in both Canada and the United States. In the U.S., the 
major NTBs are the Buy America provisions of the STAA. The STAA is the 
major source of funding for new urban transit projects throughout the 
U.S.. The current Buy America provisions attached to it allow the 
purchase of foreign products only if the purchase of domestic products 
would raise the overall contract cost by more than 10 per cent. 
Alternatively, a foreign company may qualify as a domestic bidder if 
final assembly takes place in the U.S., and if more than 50 per cent of 
the value of components is produced in the U.S. Furthermore, state 
governments are expressly granted the right to impose additional Buy 
American requirements where they see fit. States may also adopt state 


procurement practices, although they have not done so thus far. 
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Table 3 
Sales of Canadian Urban Transit Equipment 


- ($ Canadian Millions) 


Year Domestic Export Total 
107150 

1977 296 20 316 
1978 193 92 285 
1979 t55 119 274 
1980 131 70 201 
1981 100 82 182 
1982 228 189 417 
TOTAL 807 552 1,359 


Source: Lal, Department of Finance, "Draft Report on the Feasibility of 
Freer Trade with the U.S. in Urban Transit Equipment", April 
1984). 
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Table 4 


Major Current Orders - Urban Transit 


($ Canadian Millions) 


April 1983 Delivery Contract Canadien 
Summary Date Value Content % 
U.S. Urban RAIL 1984 to 1987 lay h 886 53 
Uss.e UrDanmDUS 1983 to 1984 94 _45 47 
TOTAREUSS 1,766 931 52 
Canada Urban RAIL 1983 to 1985 560 Doo 95 
Canada Urban BUS 1983 to 1985 181 103 56 
TOTAL CANADA 741 636 85 
TOTAL U.S. 1,766 931 52 
TOTAL CANADA 741 636 85 
OTHER FOREIGN __ 100 95 95 


TOTAL CURRENT 
ORDERS 2,607 1,662 64 


Source: Lal, Department of Finance, “Draft Report on the Feasibility of 
Freer Trade with the U.S. in Urban Transit Equipment", April 
1984. 
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Table 5 


Selected Products in the Urban Transit Sector: 
Canadian and U.S. Tariffs, 1984 (Final MTN) 


Product Canadian| American 
Tariff Tariff 
A. Buses* (Complete units-diesel and trackless 


trolley) 
Parts of Buses* 
Chassis 
Body 
Motors - internal combustion 
- electric (20-200 HP) 
Transmission* 
Seats* 
Air-conditioning equipment* 


. Railcars, Self-propelled, passenger, 
non-diesel powered 
Parts of railcars, self-propelled, 
passenger (non-diesel powered) 

- electrical apparatus 

- axles and axle bars 

- wheels 

- others parts (incl. chassis, shells, etc.) 


- Rolling stock, non-self propelled, passenger 
Parts for above (except wheels) 
- wheels 


D. Locomotives 
Major parts - diesel] motors 
- electric motors - 20-200 HP 
over 100 HP 
- chassis, tops and bodies 


E. Ancillary equipment 
- signalling apparatus 
- communications apparatus 


Source: Lal, Department of Finance, “Draft Report on the Feasibility 
of Freer Trade with the U.S. in Urban Transit Equipment", 
April 1984, 
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Canadian-made component manufacturers have been effectively 
excluded from the American market unless they have production facilities 
in the U.S., by virtue of the fact that they must underbid American 
products by 25 per cent, as provided by Buy America legislation. 
Alternatively, they may still enter the U.S. in the non-American portion 


of Canadian vehicles. 


In the last session of the American Congress, a Congressional bil] 
to increase the American-content requirement for domestic bidders to 
85 per cent was defeated. However, given increasing protectionist 
sentiment in the U.S., some Canadian government experts on the urban 
transit sector fear a re-introduction of this or an increasingly 
restrictive measure which, if adopted, would be disastrous for the 
Canadian industry. This is a major concern for the proponents of trade 


liberalization with the U.S. in the urban transit sector. 


The major NTBs in Canada are provincial, since urban transit is 
Strictly speaking a provincial responsibility. All provinces have 
preferences for local or Canadian production in their government 
purchases. Quebec, for example, has a 45 per cent Quebec content 
requirement. Ontario gives a 10 per cent preference to its own 
companies. Flyer of Manitoba is effectively shut out of Quebec; hence, 
GM (with its plant in Quebec) need not bid in Manitoba. Often, 
provincial governments will procure from in-province producers on a 


non-competitive basis, shunning lower bids from out-of-province 


producers. 
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These provincial policies have fragmented the Canadian market, and 
have inhibited the capacity of Canadian companies to collaborate to bid 
on large foreign projects. They have also led in some cases to undue 
competition between Canadian companies in foreign markets. On the other 
hand, while the removal of inter-provincial barriers would probably lead 
to a more efficient Canadian industry overall, such preferential 
practices have also led to the development of strong vested interests 


which would be reluctant to give up guaranteed markets. 


In addition to provincial purchasing policies, two of the five 
major vehicle producers are provincially-owned Crown corporations - 


Flyer (Manitoba) and UTDC (Ontario). 


The federal government has also been involved in the development of 
the urban transit industry. Recently, it made federal assistance 
available to the Vancouver ALRT (Advanced Light Rapid Transit) project 
to test the feasibility of Canadian technology. ODRIE and Department of 
External Affairs have recently developed and undertaken a joint 
marketing strategy and program to maximize the impact of the Canadian 
industry in the U.S. market. However, in general the federal role is 


limited, certainly relative to the American federal role. 


Vehicle standards are highly concurrent in the two North American 


markets. 
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Impact of Free Trade 


Generally-speaking, the Canadian industry is very competitive with 
its U.S. counterpart. This is in large measure because the vehicle 
manufacturing industry in the U.S. received a series of setbacks in the 
1970's, with the result that all producers of urban rail vehicles except 
one either got out of urban transit, or shut down altogether. Budd, the 
only remaining U.S. producer, is now foreign-owned. The Canadian bus 
industry, by continuing to produce older and more efficient designs when 
U.S. firms were being forced to develop new products by the U.S. federal 
government, carved out a large niche for itself in the U.S. market. In 
fact, given the relative weakness of the U.S. urban transit industry, 
one of the major stumbling blocks to sectoral free trade in urban 
transit has been the fact that the U.S. does not feel the benefits would 
be balanced, and has in the past wanted an agreement to be linked with 


trade liberalization in other industries. 


The removal of tariffs would not lead to any Significant increase 
in Canadian access to the U.S. market, since U.S. tariffs are 
insignificant already. It would force a certain amount of 
rationalization in Canada, since the industry would be forced to cope 
with increased competition from American firms and foreign 
multinationals located in the U.S. The feasibility study suggested that 
Canadian suppliers in low-technology or older technology sectors would 
have to rationalize considerably, but that producers of items requiring 
specialized knowledge of customer specifications would probably retain 


their market share. 
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A potentially more serious concern would be raised if the tariff on 
buses was removed: producers would no longer have any incentive to meet 
the Canadian content requirements in the Auto pact so that GM, for 


example, might choose to shift its bus production lines entirely to the 


USS? 


The more significant arguments in favour of trade liberalization 
respond to the issue of NTBs. An increase in content requirements by 
the U.S., for example, would force vehicle producers to either obtain 
even more of their components in the U.S., thus seriously damaging the 
Canadian components industry, or to withdraw from the American market (a 
virtual impossibility). The removal of exemptions for products and 
purchases under $500,000 from the Buy America provisions has already 
hurt components manufacturers, and has been particularly damaging to 
suppliers of products for vehicle operators. Thus, Canada must first 
and foremost prevent increases in the stringency of Buy America policies 
and other NTB's; additionally, many Canadian firms would benefit from 


the removal of U.S. NTBs altogether. 


On the other hand, the U.S. industry came to be in a weak state 
because the domestic market was left unprotected in the 1970s. As a 
result, the U.S. is unlikely to readily give up the protective regime it 
has subsequently established. At the very least, it would want the 
removal of provincial restrictions as a quid pro quo. This loss of a 
protected market may be opposed by some major producers, and it may be 
difficult to enforce, especially when the corporation in question is 


provincially-owned. In addition to forcing some adjustments within 
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Canada, the removal of Canadian barriers would expose this country's 
producers to competition in the domestic market fron the European and 
Japanese subsidiaries which have located in the United States as a 
result of Buy America regulations. A UTDC representative, for one, 
feels that Canadian firms might fare poorly against such competition, 
because overseas competitors have larger domestic markets and, 
generally, a more mature product base. A government source, on the 
other hand, feels similarities between Canada and the U.S. in terms of 
regulation, urban environment, etc. would provide Canadian firms with a 


Significant advantage vis-a-vis offshore (ie. non-North American) 


Suppliers. 


One of the major reasons for negotiating free trade would be to 
prevent the outflow of capital investment which Buy America has 
encouraged. For example, both Bombardier and Ontario Bus Industries 
(OBI) have established permanent production facilities in the U.S., 
originally to qualify as “domestic" American producers, while UTDC and 
Flyer are both prepared to bid "domestic" by sub-contracting final 
assembly work to American firms. An increase in the stringency of Buy 
America regulations would hasten this capital outflow. However, it is 
not clear that free trade would put a stop to this trend. It might 
reasonably be expected to slow, and possibly halt it; however, it is 
unlikely that OBI and Bombardier would return all assembly activity to 


Canada, especially given the political and marketing advantages of being 


viewed as an "American" company. 
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Labour adjustments and regional adjustments are probably coming 
with or without free trade, because of the over-capacity which presently 
exists in the industry. In the event of liberalized trade, some 
rationalization would ensue due to increased American and overseas 
competition. It would probably lead to a consolidation of industry 
activity for relatively short-run orders and particularly in those areas 
where Canada's technology is “exploring new frontiers". However, there 
would be as much or more adjustment as a consequence of the removal of 
interprovincial barriers. Increased national consolidation to address 
world market opportunities could be expected, as well as the 
disappearance of some firms which are presently kept alive because of 


non-competitive provincial government purchases. 


Conclusion 


Several government representatives we spoke to seemed to favour 
free trade, largely because they wanted to prevent the possibility of 
further protectionism in the U.S. which would hasten capital outflow 
among producers who could afford to start up in the U.S., and force many 
closures among those who could not. The industry appears to be divided 
and, in some cases, rather indifferent on the issue. The position of 
large vehicle producers is in part determined by the weakness of the 
American industry and the fact that their greatest competition is with 
each other. Thus, Bombardier and OBI are not anxious to see their 
competitors - UTDC and Flyer - gain cost-free access to the U.S. market 
through the removal of Buy America provisions, since they have already 


invested in production facilities in the U.S. UTDC, in a recent 
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interview, stressed the disadvantages of exposing relatively young, high 
technology firms (like themselves) to unbridled competition from 
overseas firms producing in the U.S. market. They also made the 
argument that it was in Canada's long-term interest to nurture young, 
technology-intensive industries behind protective barriers before 
exposing them to the possibly killing pressure of international 
competition (the "infant industry" argument, enhanced by high-technology 


considerations). 


In the feasibility study, Bombardier is represented as seeing 
little benefit in the removal of Buy America provisions, but as seeing 
more advantage in the removal of interprovincial barriers within 
Canada. UTDC is reported to have favoured the removal of the final 
assembly requirement in the STAA, but was not prepared to give up the 
benefits of Ontario government buying practices in return. More 
recently, a representative of UTDC expressed the view that they were not 
especially upset by the final assembly requirement, because they had 
little trouble sub-contracting this stage of production. According to 
Lal's feasibility study, both Canadian urban rail firms recognize the 
long-term potential benefits of North American trade liberalization, if 


it is considered only on a bilateral basis. 


The bus manufacturers are reported as being fairly unanimous in 
favouring some liberalization of the North American market, though each 
has specific priorities, and only GM seems to be particularly keen on 
the complete removal of Buy America provisions. All favour the 


retention of the existing tariff regime which gives Canadian producers 


== 1915 


duty-free access to the U.S., but limits the duty-free access of 


American companies to firms which are established in Canada. 


In the feasibility study, both suppliers to operators and suppliers 
to vehicle producers are reported as being in favour of liberalization 
of trade and the removal of procurement practices on a bilateral basis 
with the U.S. This is not surprising, considering the loss of the 
exemption from Buy America for sales under $500,000 has severely 
inhibited the access of these firms to the American market. Further 
restrictions could be expected to lead to many closures among these 
firms. However, one government official reports a surprising lack of 
concern among most component manufacturers (with significant exceptions) 
about Buy America restrictions. He suggested two possible explanations 
for this apparent lack of concern: first, that they were stil] making 
sufficient sales by filling the Canadian content shares of Canadian 
vehicle manufacturers; and second, that they had sales outlets in the 
United States which allowed them to circumvent the Buy America 


restrictions. 


There are several political obstacles to free trade,in the urban 
transit sector. The first is the competing and divergent interests of 
the major vehicle producers, as discussed above. A second is the infant 
industry argument: from an industrial policy perspective, Canada would 
not want to relinquish the policy making freedom to protect and 
subsidize "sunrise industries" until they are international ly 
competitive. Finally, given the relative weakness of the U.S. industry, 


it is not clear how much the U.S. would ask Canada to offer in return 


=< SL oo 


for the removal of Buy America and other trade restrictions: there are 
some indicators that Canadian industry and governments might find the 


Price unacceptable, at least in a sectoral context. 


Whatever steps are finally taken, the Canadian urban transit sector 
remains one of Canada's more exciting manufacturing prospects. We can 
do ourselves a favour by taking steps to consolidate its meteoric 


growth, so that it remains a viable industry in the decades ahead. 
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Appendix 


Urban Transit 
Sector Definition by Canadian International Trade 
Classification Commodity Codes* 


Import Export 
Sub-Sector Commodity Code Commodity Code 
Vehicle Systems - 
Buses and Chassis 58729 58729 
Self-Propelled Rapid 
Transit and Railway Cars 57509 - 


¥ Data extracted from Statistics Canada, Imports (and Exports) 
Merchandise Trade, 1978 and 1983, Catalogue 65-203 and 65-202. 


OCEAN AND MARINE INDUSTRIES 


Description 


The ocean and marine industries sector is not large in terms of 
Production or employment, but it is important regionally and therefore, 
politically sensitive. Our Statistics Canada-based definition was 
considered accurate by the Canadian Shipbuilding and Ship Repairing 
Association (CSSRA), but deserves some clarification. The sector must 
be sharply divided between commercial and recreational marine products, 
which are effectively separate industries and are represented by 
separate associations - the CSSRA for commercial products, and the 
Allied Boating Association (ABA) for recreational products. Within the 
commercial marine products group, the CSSRA distinguishes between 
Shipbuilding and repairing yards on the one hand, and allied industries 
on the other. Allied industries include a very diverse range of 
products - for example, heavy machinery (generators, etc.), electronic 
products, rubber products (e.g. gaskets) and specialized paints. Within 
the recreational marine industry, sub-sector divisions are not as 
Significant, although, there is a major subdivision between sailboat and 


powerboat manufacturers. 


Worldwide, the commercial marine sector (i.e. the shipbuilding 
industry) is characterized by a high degree of government involvement 
and protection. It is widely viewed as an important component of 
Strategic and industrial development policy in most industrialized and 


industrializing countries. As such, export markets are generally highly 
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controlled particularly through non-tariff barriers (Canada is one of 
the few countries with tariff barriers), and domestic market sales 
receive extensive government support. In Canada, the industry is 
concentrated in areas of traditionally high unemployment and low 
industrialization (Quebec and the Atlantic provinces, as well as the 
West Coast and smaller centres in Ontario) thus enhancing the industry's 
social and political importance as an employer. Its labour intensive 
character hurts its competitive position vis-a-vis such low-cost nations 
as Brazil, Taiwan and South Korea but serves to further enhance its 
employment function; and it has important industrial spin-off benefits 
in such industries as steel and electronics. Finally, it operates on 
the basis of a small number of very large orders, resulting in extreme 
"lumpiness" in sales and wide variations in employment and production 
levels. Thus, employment in shipbuilding and repairing yards has 
dropped from over 14,000 in March of 1982 to 8,051 at the end of 
November of 1984. The CSSRA estimates that when yard employment is at a 
"reasonable" level of 13,000-14,000, it creates employment in allied 


industries of 4,000-5,000. 


Firm sizes vary widely, with 16 of the 27 shipbuilding and 
repairing yards employing 100 or more workers. This section of the 
industry is 95 per cent Canadian owned; allied industries have a 
considerably higher percentage of foreign ownership. Some allied firms 
have gone to world product mandates, however, this practice is not 
extensive. Labour is highly unionized, and is relatively mobile. In 
spite of the reluctance of workers to give up seniority at shipyards, 


Canadian Employment and Immigration Commission figures show that 
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approximately 25 per cent of those still employed in the industry moved 
inter-provincially in the ten year period between 1974 and 1983. This 


is a reflection of the highly variable fortunes of the industry. 


The recreational marine industry is characterized by a large number 
of small firms, whose size is restricted in part due to the seasonality 
of the industry, the small size of the Canadian market, and the 
relatively high cost of transportation to distant markets. Most firms 
have under 50 employees, although a few of the sailboat manufacturers 
exceed this number. The great majority of firms are Canadian-owned, 
with only a few powerboat manufacturers and the major engine 
manufacturers being owned by American interests. In general, sailboat 
manufacturers are more export oriented than powerboat manufacturers. In 
all, the Allied Boating Association represents approximately 60 
manufacturing interests in addition to wholesalers of boats, engines, 
and accessories; these member firms account for the vast majority of 
Production in Canada, although they are a minority of the total number 
of enterprises in the industry. Labour in the industry is characterized 


by low levels of unionization. 


Trade and Protectionism 


Table 1 illustrates the levels and nature of Canadian-U.S. trade in 
Ocean and marine industries. In general, industries in the sector have 
relatively low levels of trade with the United States. This is 
particularly striking in the boats and ships sub-sector (i.e. 


shipbuilding and repairing) where, although total volumes of Canadian 
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and American production are small by international standards, the value 
of production is quite high--in 1982, the value of new construction and 
ship repairs in Canada was just under $900 million. The low value of 
Canada-U.S. trade illustrates that the shipbuilding industry in both 
countries is quite protected, and oriented primarily towards the 
domestic market. Indeed foreign-built ships are restricted from 
participating in U.S. coasting operations under the Jones Act, as will 
be discussed later. Compared to its trade with the rest of the world, 
Canada's trade with the United States is small: whereas exports of ships 
and boats to the U.S. were worth $33,673,000 in 1983, total exports were 
$179,799,000; and whereas imports from the U.S. were only $4,711,000, 
total imports were $778,144,000 (source: Statistics Canada, in CSSRA 
1983 "Annual Statistical Report"). Overall, Canada maintained a $28 


million surplus in its trade of ships and boats with the U.S. 


Trade in the marine engines and engine parts sub-sector is 
relatively much larger, and entirely responsible for Canada's overall 
bilateral deficit position in the ocean and marine industries sector. 
Canada ran a $107 million deficit in this Sub-category in 1983. In 
parts and accessories, Canada was in a surplus position of $36 million 


in 1983. 


In pleasure craft - i.e. the recreational marine industry - Canada 
reversed its position fron a $10 million deficit in 1978 to a nearly $10 
million surplus in 1983. The reason for this reversal is probably 
primarily related to the favourable exchange rate of the Canadian dollar 
and to cyclical factors--Canada had a trade surplus in this sub-sector 


in the early 1970's before imports jumped through the '70's. 
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Offshore drilling rig equipment and supplies constitutes a special 
case. Although Canadian exports to the U.S. were valued at only 
$366,000 in 1983, and were not recorded for 1978, our export trade with 
the "high seas" was over $147 million. This number represents goods 
produced in Canada which are not expected to come back (therefore 
constituting exports), but which are frequently destined for use by 
companies undertaking oil and gas exploration in the Canadian offshore. 
Therefore, it is treated as a non-trade item. Much of this equipment 
will in fact be sold to American-owned companies, however since it stays 


offshore, it is not theoretically an export to the United States. 


Interestingly, both exports and imports decreased in real terms 
between 1978 and 1983. This is a reflection of the hard times the 


industry has fallen upon in recent years. 


Table 2 illustrates the fact that the ocean and marine industry is 
generally highly protected. Average tariffs in 1983 on boats and ships 
were 19.9 per cent. This represents the average of several different 
tariff rates: a general rate of 25 per cent, a rate of 20 per cent on 
drilling rigs (the rate is adjusted down to reflect the idea that a rig 
is part vessel and part equipment), and no duty at all on fishing 
vessels over 30.5 meters or 100 feet (this duty-free item is an 
historical anomaly which the CSSRA would very much like to see 
corrected). Although the Table shows a small drop in overall ship and 


boat tariffs since 1978, tariffs on marine products in Canada have 
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generally not kept pace with the rate of international tariff 


reductions.* 


General tariffs on marine engines and parts, and on ship parts and 
accessories have dropped on average nearly 3 per cent, but remain high: 
12.7 per cent and 14.6 per cent respectively. However, in both cases, 
but particularly in the case of marine engines and ship accessories, the 
majority of imports are duty free: only 11 per cent of the trade during 


1983 of marine engines was dutiable. 


In the recreational marine sector, tariffs remain at an average of 
16.7 per cent - a slight drop from the 1978 level of 18.3 per cent, but 
still highly protective, especially relative to United States tariffs 
which are less than 4 per cent. The Allied Boating Association feels 
high tariffs are justified due to seasonality, small market size, high 
transportation costs, and other uniquely Canadian factors which they 
feel hurt their competitiveness vis-a-vis American manufacturers. 
However, they are also taking steps to encourage increased 
competitiveness among their membership, in anticipation of an expected 


continuation of tariff reductions. 


oy Government sources say it is possible to suggest that the Larite 
effectively rose, since some special reduced tariffs (like the 
British Preference) were removed in 1983, and because tariffs were 


extended to the offshore area for oil and gas-related activities. 
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Table 3 outlines Canadian and United States tariffs on some 
comparable ocean and marine products. In general, the table suggests 
that the Canadian ship and boatbuilding industry is more heavily 
protected than the American one. However, such a conclusion is 
misleading in the case of shipbuilding, where the United States' Jones 
Act constitutes a non-tariff barrier so stringent that virtually all 
foreign-built ships are excluded from American service (this Act will be 
discussed in more detail subsequently). As suggested in Table 3, most 
marine engines come into Canada duty free, obviously being "of a class 
or kind not made in Canada". Similarly, many parts and accessories - 
for example, compasses and anchors over 18 kg. - come into Canada free 


of duty. 


In the recreational marine sector, the items cited clearly 
demonstrate the disparity between Canadian and American levels of 
protection. In effect, the U.S. market is open to Canadian producers, 
while the Canadian market is virtually closed - or at least severely 
restricted - for U.S. producers. This is a state of affairs which, 
according to Peter Jacobs of the ABA, is the cause of considerable 
antagonism among American pleasure boat manufacturers. Canadian 
producers, on the other hand, have nothing to gain from a free trade 
agreement. As stated previously, they feel that Canada's peculiar 
market conditions put them at a disadvantage which serves to justify 
this tariff differential. However, also as mentioned previously, the 
ABA recognizes the probability that this differential will steadily 
narrow, and is organizing competitiveness seminars for its membership to 


help them prepare for this eventuality. 
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Table 3 


Selected Products in the Ocean and Marine Industries Sector: 
Canadian and United States Tariffs, 1984 


Canadian American 

Product Tariff Tariff 
Ships for Commercial Use 250% free* 
Drilling Rigs and Platforms 20507 597% 


Commercial Fishing Vessels, 


over 30.5 m. free free* 
Open Sailboats not over 9.2m. 15. 9% Pain 
Pleasure Boats over 9.2m. 18. 8% 2. 8% 


Diesel and Semi-diesel Engines 
(of a class of kind not 


made in Canada) free 4.2% 
Anchors: Less than 18 kg. 11. 4% 4, 9% | 
Over 18 kg. free 
Gyroscopic compasses free 4.5% ad.val. 


Revenue Canada, Customs and Excise, Customs Tariff, Departmental] 
Consolidation, 1984; International Customs [ari ureau, 
International Customs Journal, United States of America, No. 21 (16th 
edition), -54, 


* Although the U.S. tariff schedule lists these products as free, their 
importation for coasting use is in fact prohibited under the Jones 
AGte 
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The CSSRA feels that Canadian NTB's in the shipbuilding industry 
are weak and easily circumvented relative to those of other nations. 
The CSSRA asserts in its brief to the Commission that some government 
policies even encourage the substitution of foreign-built ships for 
domestic ships. For example, it feels that the temporary entry rate 
duty of 1/120th per month of the ship's value has not kept pace with 
increases in interest rates (it was established when interest rates were 
at 3%), and therefore aids leasing companies by allowing them to lease 
Ships temporarily at unrealistically low rates, and hence to re-invest 
funds not spent for permanent entry, or for a more realistic temporary 
entry fee. It also feels that a leasing company should be required to 
apply for temporary entry at least 90 days in advance, since at present 
application can be made to the Canadian Transport Commission the same 
day the ship in question is to begin operation, resulting in only a 
cursory review of the application by the CTC. The net result, the CSSRA 
Suggests, is that shipping interests are encouraged to lease 
foreign-built ships, rather than purchase, lease or construct Canadian 
vessels. Even some federal departments, it is suggested, find ways to 
circumvent the payment of duties in order to bring in offshore-built 
equipment duty free. Nevertheless, the industry currently relies on 
government procurement for its survival in Canada. In 1983, 20 of 31 
ships on order or under construction were government contracts. Most 
naval work goes to Canadian yards, as do most Coast Guard, Fisheries and 
Oceans, and Transport orders. Hence, in the context of the highly 
controlled international shipbuilding industry, government policies are 


a mixed blessing for the Canadian industry. 
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In the U.S., the Jones Act constitutes the major NTB, and appears 
to be pretty much untouchable. By this Act, all "internal" waterborne 
trade (including, for example, cargos to Hawaii and tanker runs from 
Alaska) must be carried in U.S. built ships. Ships for use in 
international trade have in the past received very substantial 
construction subsidies, but these have been eliminated in the last two 
years (the Canadian subsidy program, providing 9 per cent of the cost of 
new construction, will be phased out for ships not delivered by June 30, 
1985). There are also subsidies for ship operation, and government 
loans, loan guarantees, and corporate income tax shelters to facilitate 
the purchase of U.S. built ships. The net effect of various U.S. NTB'S 
and government programs is to close the American market to new ships 
from outside the U.S. Even under the Defence Production Sharing 
Agreement, which theoretically ensures free trade in defence products, 
the Burns-Tollefson Amendment ensures that all new ship contracts and 


many allied industry contracts are restricted to U.S. interests. 


In the recreational marine industry, there are virtually no 
noteworthy NTB's on either side of the border. However, some U.S. 
manufacturers are calling for the introduction of NTB's directed at 
Canada, in light of this country's high tariffs. There are a few other 
trade-related government practices in both countries, including product 
Standards which are not very difficult to meet at present but which 
could constitute potential barriers. In the United States, the 
recently-terminated Domestic International Sales Corporation (DISC) 
program forgave U.S. exporters 50 per cent of income tax on export sales 


profits. Some of its functions have been taken over by the Foreign 
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Sales Corporation (FSC). In Canada, the government provides 


manufacturers with some financial support to cover boat show costs. 


Also in both countries, government export financing is available. 
In Canada, EDC financing and production subsidies of 12.5-17% for 
exported vessels (20% in 1976) helped the industry to achieve a strong 
export performance in the 1970s. However, the CSSRA is concerned about 
the fact that Canada is probably the only country in the world which 
does not provide concessionary financing (in the U.S. it is called Title 
XI financing) to facilitate production for the domestic market. At the 
Present time, the Association's focus is more on increasing its share of 
the Canadian market for specialized products, and less on the limited 
potential opportunities for increasing sales abroad during the current 
international shipbuilding crisis. U.S. producers also seem to have a 
domestic focus, with the Jones Act preserving the American market for 
their exploitation. U.S. export performance is poor: it ranked 13th in 
merchant vessel construction and orders in 1983, with almost all orders 


for its domestic market. 


In Canada, three shipyards are wholly or partially owned by 
Provincial governments: the large Marine Industries yard in Quebec 
(60 per cent), the medium-sized Marystown yard in Newfoundland 
(100 per cent) and the small Georgetown shipyard in Prince Edward Island 


(100 per cent). 
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Impact of Free Trade 


In shipbuilding and allied industries, the impact of free trade 
would be mixed. The CSSRA feels that the Jones Act is sacred, and that 
Canadian yards could therefore expect few new opportunities for original 
construction. Furthermore, a DRIE representative suggests that the 
shipbuilding industry in both countries currently has an overcapacity, 
and that there would be few new market opportunities for commercial 
construction even with a free trade agreement. However, some of the 
larger firms feel they would benefit significantly from increased repair 
work on U.S. ships which is an important (30 per cent of value) and 
relatively stable part of marine business. This is an area in which 
Canadian yards seem to be very competitive. Some American ships are 
already choosing to come to Canadian yards for repairs, in spite of 
50 per cent U.S. tariffs for non-emergency repairs--twice as high as the 
current Canadian rate of 25 per cent. Likewise, some of the larger 
allied firms expect they would benefit from increased sales of marine 
products to the U.S. and therefore from increased economies of scale. 

On the other hand, it is the view of the CSSRA that both small yards and 
smaller allied firms would face a difficult time adjusting to increased 
competition and a more liberal trading environment. Some smaller yards 
would be affected very little by the change, since they are quite 
competitive and generally serve regional markets. However, in general, 
only the largest firms would be able to readily take advantage of the 


new opportunities provided by liberalized trade. 
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If the issue were simply one of competitiveness, the CSSRA feels 
that Canadian firms could compete with American firms. It bases this 
assessment on the fact that Canadian firms beat out American firms in 
bidding on several recent contracts for ships built for Caribbean 
interests. However, neither country's industry is in the forefront of 
international competitiveness. NIC's and Japan, with relatively cheap 
labour, are well ahead in this labour intensive industry. Furthermore, 
as Suggested previously, it is doubtful whether the U.S. would allow 
shipbuilders from any other country free access to the new ship market, 


given the long history of the Jones Act. 


Labour is already hard-pressed in the sector. There is 
underemployment and many surplus workers waiting to be called in at 
shipbuilding centres in Canada. However, it is relatively mobile: 

25 per cent of the present labour force moved inter-provincially between 
1974 and 1983. Thus, labour might adapt readily to free trade-induced 
adjustment, especially if it resulted in increased overall levels of 
employment and enhanced job security. As the industry is limited to 
locations in coastal areas and the Great Lakes and Seaway regions, 


regional adjustment would not be massive. 


Since the shipbuilding and repairing industry is predominantly 
Canadian-owned, disinvestment is unlikely; it is more of a problem in 
allied industries, where some foreign-owned subsidiaries fear they might 


be phased out. However, the number of firms and workers affected would . 


not be large. 
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In the recreational marine industry, Canadian manufacturers would 
have virtually nothing to gain from free trade, since access to the 
U.S. market is almost free now, and they would have a considerable 
amount to lose if they forfeited their 16-18 per cent tariff 
protection. There is considerable variation in the competitiveness of 
Canadian firms. Some have been producing for the U.S. market for some 
time, and could adjust relatively easily, while others would have to 
make a very concerted effort to adjust, and ultimately might not be able 
to do so. As mentioned previously, the ABA is organizing seminars in 
order to assist member firms in becoming more competitive. At present, 
Canadian sailboat manufacturers are more export-oriented than powerboat 


manufacturers and would, therefore, be likely to adjust more easily. 


Given the fact that the recreational marine industry is 
predominantly Canadian-owned, there is little danger of disinvestment. 
Because of the rationalization which would be likely to result from free 
trade, there would inevitably be some labour adjustment problems. 
However, since the industry is already centered in Ontario and Quebec, 
with a smaller presence in B.C. oriented to the West Coast market, free 


trade would probably have very little impact on other regions. 


Conclusion 


The shipbuilding and allied industries are, according to the CSSRA, 
generally favourable on the issue of free trade. However, there are 
firms with a strong vested interest in the status quo. Furthermore, the 


industry wields surprising political clout, largely because it is often 
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a very important employer in poorer regions of the country. Thus, firms 
that are opposed to free trade could constitute a formidable political 
barrier. In general, large yards which could exploit increased repair 
work opportunities would favour free trade, as would some of the larger 
allied firms, which have the capacity to exploit expanded market 
opportunities. Smaller firms would face the largest adjustment 


Problems, and would thus be most likely to oppose free trade. 


Multilateral liberalization is out of the question, since virtually 
all countries are highly protective of their shipbuilding industries. 
Furthermore neither Canada nor the U.S. could compete successfully 
against unimpeded Japanese and NIC competition. It is unlikely that 
Canadian interests could gain access to the U.S. market for the sale of 
new ships, since the Jones Act is so firmly entrenched. Thus, the 
opportunities available from trade liberalization are limited; the 
Canadian industry is far more concerned with gaining control of the 
domestic market and eliminating openings (or loopholes) for foreign 
competitors than it is with foreign trade issues. The CSSRA asserts 
that the terms on which a free trade agreement is reached will 
ultimately determine its response, and that sufficient time and 


appropriate conditions for adjustment will be particularly important. 


In the recreational marine industry, virtually all interests would 
oppose free trade, because they have nothing to gain from it. They feel 
the tariff protection they enjoy is justified on the basis of the 
shorter Canadian season, the smaller market, and the higher transport 


and labour costs which face Canadian producers. In general, the larger 
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sailboat manufacturers, which are quite export-oriented already, would 
adjust most easily to free trade while smaller powerboat manufacturers 


would probably face the most difficulties. 


However, in spite of its public opposition to free trade, the 
recreational marine industry has accepted that there is a strong 
possiblity they will not continue to enjoy the same tariff protection. 
In anticipation of declining tariff protection, the ABA is organizing 
seminars to improve member firms' competitiveness. They, like other 
industries, would work hard to adapt to a free trade regime; they do not 


anticipate their own demise. 


Import Export 

Sub-Sector Commodity Code Commodity Code 

Boats and Ships 59199 59199 

Marine Engines and Parts, 

Commercial and Recreational 592 59285 

Parts and Accessories for 

Ships and Boats, n.e.s. 593 59339 

Pleasure Craft 59158, 59169 59158, 59163 
59169 

Drilling Equipment 

Non-Trade 

(Added 1982) N/A 99410 


Fast) 
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Appendix 


Ocean and Marine Industries 


Sector Definition by Canadian International Trade 


Classification Commodity Codes* 


ata extracted from Statistics Canada, Imports (and Exports) 
Merchandise Trade, 1978 and 1983, Catalogue 65-203 and 65-202. 


eee Oa 


AIRCRAFT 


Description 


The aircraft industry in Canada is one of the two manufacturing 
sectors (the other one being the automobile industry) in which bilateral 
free trade with the United States already exists. There are several 
ways of looking at this sector. The Statistics Canada-based definition 
is considerably more focused than that of the aerospace industry, which 
sees the aircraft industry as one sub-sector. The aircraft sector, 
according to Statistics Canada, manufactures the following end 
products: aircraft complete with engines; aircraft engines and parts; 
and aircraft assemblies, equipment and parts. The industry itself also 
includes the production of space technology and avionics (sophisticated 
electronics for the aviation industry). In this sector study, these 
products are not included in the aircraft sector because of a 
considerable overlap with the electronics sector. The conclusions 


regarding free trade, however, also apply to avionics. 


According to the Canadian Department of Regional Industrial 
Expansion, Canada is the second-largest user of a number of types of 
aircraft in the Western world. This statistic does not mean that 
Canadian aircraft products have a viable domestic market base as the 
demand is fragmented by numerous types and models. To the contrary, the 
industry exports nearly 80 percent of its product in a typical year. 
This sector is highly concentrated in terms of sales: 85 percent of 


business is conducted by companies doing over $25 million in sales. 
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Roughly 50 per cent of the firms in the Canadian aircraft business are 


Canadian-owned or Canadian-controlled. 


Liberal trade patterns and close government-industry links 
characterize the aircraft sector. Canada now has tariff-free global 
access to markets in civil aircraft as a result of the 1980 multilateral 
Agreement on Trade in Civil Aircraft. Through the Canada-United States 
Defence Production Sharing and Development Arrangements there is 
tariff-free access for military aircraft to the American market. The 
existence of this liberal trading environment has meant that the 
industry could operate efficiently with the world product mandate 
method. It recognizes the advantages of following this strategy. There 
is, however, a high level of specialization of production which entails 


a corresponding flow of Canada-U.S. intracorporate trade. 


State support to the aircraft industry is by no means unique to 
this country. Although, Canadian links may be more overt and 
articulated (i.e. ownership of Canadair and de Havilland) than those of 
many countries, a common Canadian air industry response is to compare 
Canadian support to that offered by the American, British, German, and 
French governments to their domestic industries. These governments are 
major purchasers of military air technology, and as such, award sizable 


Production and research contracts to their industries. 


This industry is oriented to a market where the price of the 
product is important, but not necessarily the final determinant of 


demand. The industry did, however, point out that a contract could be 


=e) 55.— 


won by changing the financing by half a percentage point. The firm, 
whether it manufactures aircraft engines, instrumentation, or complete 
aircraft, must be able to "sell" an untarnished reputation for product 


quality and corporate reliability. 


There are approximately 140 firms operating in Canada in the larger 
field of aerospace. There are few major firms: Canadair Limited, 
McDonnell-Douglas of Canada and de Havilland Aircraft of Canada, which 
manufacture airframes and parts; Pratt and Whitney Canada, which 
manufactures aeroengines and parts and has two-thirds of the world 
market for small gas turbines; Spar Aerospace Limited and Bristol 
Aerospace, which make space-related products and airframe components; 
and Litton Systems, Computing Devices, Canadian Marconi, Garrett (which 
has 90 percent of the world market for temperature control devices), 
Lee, and CAE Electronics, which manufacture avionics equipment. In 
addition to some medium-sized companies, there are also about 80 smal] 
companies that have sales of less than $l-million. The industry is 
centered in Ontario and Quebec. In 1980, 92 per cent of employees were 
working in these two provinces, 8 per cent were employed in the West, 


and 0.7 per cent were working in Atlantic Canada. 


One final identifying feature of the aircraft sector is that ic 
needs to recruit highly-trained, highly-specialized personnel. It 
admits that some kinds of skilled people are difficult to recruit from 
the Canadian labour market. In the larger aerospace industry, 41,000 
people were employed in 1982. The sector is partially 


unionized--organized labour is linked closely to their American 
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counterparts. The fact that some firms are unionized while others are 
not has created some labour-management problems, according to the 
Aerospace Industries Association of Canada (AIAC). There is, however, 


no wage parity between Canadian and American labour in this industry. 


Trade and Protectionism 


The following tables present the Canadian aircraft industry's 
trade position with the United States, the level of protection applied 
by Canada to American aircraft and parts, and comparable Canadian and 
American tariff levels on common productsr. It should be noted (a) that 
the formal Multilateral Agreement on Civil Aircraft came into force in 
1980; (b) that the volume figures presented here are lower than 
aerospace industry statistics because the avionics and space industries 
have not been included for reasons mentioned previously; and (c) that 
imports and exports in this sector fluctuate tremendously from year to 
year because of the high per item cost and because of large government 


purchases which are not awarded on an annual basis. 


Table 1 shows the levels of Canadian-American aircraft trade for 
1978 and 1983. Overall, the Canadian trade position for these two years 
was a persistent deficit although it was slightly reduced from $377 
million in 1978 to $337 million in 1983. The big problem in the 
trade balance stemmed from the “aircraft engines and parts" sub-sector. 
While the value of exports from this sub-sector decreased from $434 
million to $410 million, the level of imports rose from $339 million in 


1978 to $415 million in 1983. The trade surplus for aircraft engines 
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and parts decreased from $95 million to a deficit of $5 million. By 
1983, the “aircraft, complete with engines" sub-sector had further 
weakened its already poor trade position. Its deficit rose from $430 
million in 1978 to $482 million in 1983. The one area that did improve 
its trade position was the aircraft assembly business. A boost, from a 
$41 million deficit in 1978 to a $151 million surplus in 1983, was due 
to a large increase in exports (from $368 million to $664 million). In 
this sub-sector, the volume of trade rose dramatically. Trade turnover 
(the sum of exports and imports) rose from $2.1 billion to $3.1 billion 


in the six years. 


Internationally, the aircraft industry experiences few 
tariff barriers. Canada-U.S. sectoral trade is virtually free, a 
Situation which is illustrated in Table III. This arrangement has been 
the product of the Canada-United States Defence Production and 
Development Sharing Arrangements and the 1980 GATT Agreement on Trade in 
Civil Aircraft, which is a multilateral agreement Signed by 
aircraft-producing countries. The pattern of trade, according to AIAC, 
shows that Canada imports aircraft products from the U.S. that are 


considered "high-tech" but exports "low-tech" products in return. 


Table 2 shows that while tariffs are supposed to have been 
eliminated in this sector, implementation is not totally effective. In 
1978, $348,000 was collected in tariffs, and in 1983, $322,000 was 
collected. However, these amounts represent only a negligible 
percentage of the total aircraft imports from the U.S., i.e., 0.05 per 


cent and 0.02 per cent correspondingly. It was pointed out that such 
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tariff levels would only exist as a result of misclassification of 
items, rather than represent a contravention of the DPSA or the 


Agreement on Trade in Civil Aviation. 


Non-tariff barriers exist in this trade between Canada and the 
United States. The Canadian industry pointed out that the Canadian 
government's support programs (e.g., The Defence Industry Productivity 
Program) and government ownership of de Havilland and Canadair are 
construed by American firms as being disruptive to trade. The Canadian 
industry association, the Aerospace Industries Association of Canada 
(AIAC), identified as American NTBs the Buy America Act, the Smal] 
Business Act (whereby a proportion of a government contract must be 
allocated to small businesses), and security precautions (which limit 
specifications for certain military contracts to American firms and by 
so doing, put limitations upon technology transfer to Canadian firms for 
reasons of national security). The Association expressed an interest in 
having the Canadian government negotiate an upgrading of the Defence 
Production and Development Sharing Arrangements to the status of an 
international bilateral treaty, but only if this approach could be used 


to eliminate these American NTBs from the relevant legislation. 


The Canadian government offers important support to the aircraft 
industry. The major funding program is the Defence Industry 
Productivity Program (DIPP) which was designed to compensate for a 
shortfall in both Canadian government defence-related research and 
development and procurement of Canadian products. AIAC points out that 


many Canadian areas of excellence in the aircraft sector owe their 
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Table 3 


Selected Products in the Aircraft Sector: 
Canadian and United States Tariffs, 1984 


Canadian 
Tariff 


Product American 


Hew eahieng 


Civil aircraft; aircraft engines 


for use in civil aircraft Free 
Partseotedirchate Free 
Parts of aircraft engines Free 
Military aircraft, not including 
engines (covered under Defense 
Production Sharing Arrangements) Free 
Aircraft engines when imported for 
use in the equipment of aircraft Free 


Revenue Canada, Customs & Excise, Customs Tariff, Departmental 
Consolidation, 1984; International Customs Tariff Bureau, International 
Customs Journal, United States of America, No. 21 (16th edition), 
1983-84. 
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development to this program, including STOL aircraft, small gas 
turbines, unmanned surveillance systems, and various aircraft subsystems 


(e.g. temperature control and navigation systems). 


Many federal government departments are actively involved in 
Supporting the aircraft industry: (1) the Department of Regional 
Industrial Expansion offers program funding support; (2) the Department 
of External Affairs operates the Program for Export Market Development 
and has the mandate for administrating the Defence Production and 
Development Sharing Arrangements with the U.S.; (3) the Department of 
Supply and Services handles government purchases from the industry, 
administers the Canadian Commercial Corporation which acts like an agent 
for Canadian firms for foreign contracts and is the guarantor of Sales; 
(4) the Export Development Corporation offers conventional sales 
financing; (5) the National Research Council performs government -funded 
research and development; and (6) the Ministry of Transport performs 
licensing and airworthiness testing (which enables the Canadian 


government to reassure foreign purchasers of product quality. 


The American government's support to its aircraft industry is much 
greater but less specific in nature. The major link is through the 
government's need to obtain military and space technology and 
equipment. Therefore, the U.S. government supports its industry through 
military procurement by the Department of Defence, and through related 
contracts of the National Aeronautics and Space Administration (NASA). 


The American Federal Aviation Administration also makes substantial 
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research and development investments in the industry. The sheer volume 


of this support makes the Canadian government's efforts insignificant. 


The bilateral trade environment is thus characterized by an absence 
of tariffs, some non-tariff barriers that frustrate the industries on 


both sides of the border, and strong industry-government relations. 


Impact of Free Trade 


Since Canadian-American trade in aircraft operates in a tariff-free 
environment, to make trade freer would entail the abolition of 
non-tariff barriers. The Canadian industry is strongly in favour of 


moving in such a direction. 


By removing American NTBs, it is thought that economies of scale 
would be moderately improved, especially if world product mandates were 
used. A large gain would not be anticipated as productivity is closely 
linked to other variables, namely the military, and research and 
development production and associated technological spin-offs. However, 
a removal of procurement-related and security-oriented NTBs on the 
American side might improve the access of Canadian smal] business, and 


the avionics and military aircraft sub-sectors. 


A removal of Canadian non-tariff barriers would not conclusively 


harm smaller firms in the sector. The industry admitted that some 


smaller firms could experience minor setbacks, but it also identified a 
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liberalized bilateral trade environment as a generator of more sales 


opportunities. 


The industry thought that the impact on labour of a free trade 
arrangement would be positive, as the elimination of NTBs would improve 


labour conditions. 


Finally, freer Canada-U.S. trade would not affect significantly the 
distribution of regional benefits. The primary consideration is that 
there are few regional markets for aircraft. The industry is found in 
central Canada mainly, with some Western Canadian activity (especially 
in Winnipeg) and since it intends to remain centralized, it is unlikely 


that the introduction of freer trade would stimulate any relocation. 


In summary, the aircraft sector would benefit from increased freer 
trade with the United States. With more opportunities to compete with 
American firms, it would be in a position to reduce its bilateral trade 
deficit. In general, the industry believes it would operate most 
effectively in a free trade environment and is thus willing to support a 


governmental agreement in this area. 


Conclusion 


The aircraft sector is wholeheartedly in favour of increasing the 
depth and breadth of Canada-U.S. commercial ties. It is an industry 
that generates and is dependent upon many sales in a 


government -dominated international market and, as such, it needs to 
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protect its interests as a small player. Since free trade exists 
already (if one defines free trade as being the absence Obetannet 
protection), it is difficult to speak of trade liberalization as being 
only a future possibility. Free trade exists, and is causing few 
problems in the eyes of industry and government. It is seen as the best 


option for the Canadian aircraft business. 


A note of caution should, however, be injected into this optimistic 
note. The sector experiences a continuing trade deficit that did not 
improve over the past six years. But according to DRIE officials, it 
would have been far worse without free trade, since the Canadian 
industry could never meet the fragmented Canadian demand economically. 
It is by no means certain that further trade liberalization (Gas, 
elimination of NTBs) would improve the Canadian aircraft industry's 
position, especially if a trade-off is made between an elimination of 
the Buy America policies on the one hand, and the Canadian government 's 


financial support to the aircraft industry on the other hand. 
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Appendix 


Aircraft 


Sector Definition by Canadian International Trade 


Classification Commodity Codes* 


Import 
Sub-Sector Commodity Code 
Aircraft, complete with 
Engines 601 
Aircraft Engines and Parts 603 
Aircraft Assemblies, 
Equipment and Parts 605 


Export 


Commodity Code 


601 
603 


605 


* “Data extracted from Statistics Canada, Imports (and Exports) 
Merchandise Trade, 1978 and 1983, Catalogue 65-203 and 65-202. 
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ELECTRONICS 


Description 


If one wishes to identify the most dynamic sector in Canada; the 
one whose products are transforming the production process of the 
majority of competitive Canadian companies, then one would certainly 
choose the electronics sector. Because of these characteristics, it has 
received considerable attention from both the media and governments as 
being a key to improved national productivity and a challenge to 


Canadian labour. 


This report's breakdown, using Statistics Canada data, divides the 
electronics sector into five sub-sectors: (1) commercial and industrial 
telecommunications and other communications equipment; (2) consumer 
products, (3) components; (4) computers and office machines and 
equipment; and (5) control and instrumentation. After checking this 
definition with the federal government and industry, it appears that the 
categories are quite similar to those used by DRIE and the Electrical 
and Electronic Manufacturers Association of Canada (EEMAC). A note 
should be made about the term "informatics", which is not mentioned as a 
separate category. Informatics would include both telecommunications 
and computers (e.g. Telidon) and is seen by the Canadian Advanced 
Technology Association as being a highly relevant sub-sector for the 
industry, both now and in the future. It was thought, nevertheless, 
that these sub-sectors should be analyzed individually because each has 
a unique industrial composition, style of government involvement, and 


production orientation. 
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Canada is a small player in this highly internationalized 
industry. Electronics is a niche-oriented sector, where the Canadian 
industry has no broad capabilities. In contrast to this assertion, 
though, the two firms which are considered large by Canadian standards, 
IBM and Northern Telecom, are really medium-sized by international 
Standards and are diverse, rather than niche-oriented, in nature. In 
1983, there were approximately 900 to 1,000 firms in this sector. Most 
(70 per cent) of the firms have sales of less than $1 million annually, 
while a small proportion (8 per cent) have sales that are greater than 


$25 million. Northern Telecom alone accounts for 30 per cent of 


Canadian sales. 


The telecommunications sub-sector is the strongest in Canada, with 
the greatest potential for growth and development. The industry already 
can claim several Canadian-based multinational corporations (e.g. 
Northern Telecom) and possesses a strong research and development 
component. Part of this success can be attributed to the benefits that 
it has received from the Telecom Canada network of domestic 
communications monopolies. Its areas of strength are the manufacture 
and development of fibre optics, switching, electronic office and 
communications equipment. One Canadian-based firm, Mitel Corporation, 


Claims that it is the largest supplier in the world of PABX systems with 


less than 100 lines. 


The consumer products sub-sector is much weaker by comparison. The 
market for these products in Canada is well-controlled by Japanese 


Products and brand names (e.g. Panasonic, Hitachi). From 1978 to 1983, 
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the federal government operated the Television Duty Remission Program. 
The goal of the program was to encourage firms in the consumer 
electronics sub-sector either to diversify out of TV manufacturing or to 
rationalize their Canadian production. Three of the five significant 
Canadian manufacturers in this sub-sector are Japanese-controlled 
(Matsushita, Hitachi and Sanyo) while Mitsubishi owns the only Canadian 


picture tube factory. 


The components sub-sector, which produces such products as 
resistors, connectors and integrated circuits, has not had great 
success either. It has declined in recent years when the television 
manufacturing industry, upon which it was heavily dependent, changed to 
an assembly industry. It has not kept pace with advances in the United 
States and Japan. There are, however, some areas of strength, namely, 
the development of the integrated circuit (e.g. the “semi-custom chip) 
in which Northern Telecom and Mitel have specialized and use exclusively 
within their own companies, printed circuit boards which have both 
commercial and defence electronic applications and connectors which are 
mainly produced by subsidiary companies of U.S. parents. This 
sub-sector receives some government support through federal and 
provincial microelectronics centres which offer R & D engineering and 


production assistance on a firm-by-firm basis. 


The computers and office equipment and machines sub-sector is one 
which has started to utilize the world product mandate system of 
production (i.e. firms such as Control Data, NCR). One finds, however, 


that the proportion of research and development that one would expect in 
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this industry is not evident, partially as a result of the high level of 
foreign ownership. Some advances are, however, being made in developing 
"office of the future" products by such companies as AES which is 
controlled by the Canada Development Corporation, and Micom which is 


owned by Phillips, a Dutch firm. 


The manufacture of controls and instrumentation in Canada is mainly 
conducted by branch plants cn an import-substitution basis for the 
domestic market. Control and instrumentation products include such 
items as fairly large systems that control hydroelectric systems, 
temperature control sensors for production processes, as well as speed, 


temperature and weight measurement devices. 


In general, extensive foreign ownership is a major characteristic 
of this sector. Only 20 per cent of electronic firms are foreign-owned, 
but they account for 55 per cent of the industry's sales. If one 
excludes Northern Telecom from consideration, foreign-owned firms 
account for 80 per cent of sales. There are, however, approximately 
1500 firms that are Canadian-owned in the larger high-technology 
industry, which includes the development of software (computer 
Programs), but the Canadian Advanced Technology Association qualified 


this figure by pointing out that high-tech firms have a high birth and 
death rate. 


Also characterizes this industry is a high volume of intracorporate 
trade especially by the larger multinational corporations with North 


American operations (like IBM and Northern Telecom). Independent, 
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end-user trade tends to be found only with the smaller firms, which are 


largely Canadian-owned, entrepreneurial and niche-oriented. 


Employment in this sector is somewhat atypical. The electronics 
industry is the largest industrial employer of scientific and technical 
personnel in Canada. As a partial consequence of this feature, the 
industry has a high status among regional developers, who see the 
creation of "technology parks" as being a spur to development and 
industrial growth. In 1983, the size of the total workforce in 
electronics was estimated at close to 90,000 people. Half of the 
employees worked in the telecommunications industry. The remaining 


45,000 people were divided almost evenly between the other sub-sectors. 


The value of Canadian electronics shipments rose significantly 
between 1976 and 1981 from $2.6 billion to $4.9 billion. In 1981, 
telecommunications equipment and components shipments collectively 


accounted for $2.6 billion or 53 per cent of shipments for the sector. 


This industry is highly concentrated in Ontario and Quebec, with 
collectively house 95 per cent of the sector's operations found in these 
two provinces. Quebec's strength in electronics has grown over the 
past decade, with Northern Telecom's well-rooted presence giving the 
industry a solid foundation. Quebec's area of growth is in the office 
equipment sub-sector with firms such as AES Data and Micom locating 
there, and federal support being offered in the form of an office 
equipment research centre. The core of the electronics sector is, 


however, located in Ontario. 
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Trade and Protectionism 


The electronics sector is definitely a high volume export-import 
business, and iS one in which Canada is not faring wel] overall. The 
trade deficit with the United States rose from a value of $1.8 billion 
in 1978 to $2.7 billion in 1983. However, the increase in the overall 
trade volume indicates the dynamism of this sector: trade turnover 


(exports plus imports) rose from $4.7 billion to $7.6 billion. 


Two sub-sectors have shown an improvement in their trade balance 
between 1978 and 1983. The telecommunications industry's position moved 
from a deficit of $210 million to a surplus of $77 million while the 
consumer electronics sub-sector reduced its trade deficit significantly 
from $198 million to $91 million. Both gains were due to combinations 
of an increase in exports and a decline in the growth rate of imports. 
The role of Northern Telecom's push into the American market may account 
for some of the telecommunication subsector's strength; by 1984, its 
sales to the American Bell operating companies were US $700 million, 


which was double the 1983 level. 


The other three sub-sectors (electronic components, computers and 
office machines and equipment, and controls and instrumentation) did not 
fare as well as the telecommunications and consumer electronic 
sub-sectors. The electronic components deficit position with the United 
States rose from $413 million to $740 million, a movement that was 


mainly accounted for by a massive increase in imports from the United 
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States. The computers, office machines and equipment sub-sector 
experienced the largest downward pull on the trade balance. Its deficit 
increased from $925 millon to $1.8 billion. While there was a good 
improvement in exports to the U.S. in this sub-sector (they nearly 
doubled), the more than two-to-one proportion of imports to exports 
remained. Finally, the controls and instrumentations sub-sector's 
deficit decreased moderately, from $91 million to $75 million between 
1978 and 1983. Trade turnover in this sub-sector rose significantly 


however, from $280 million to $455 million. 


Therefore, the Canada-U.S. trade positions of the electronics 
industries are neither uniformly weak nor strong. Overall, the sector 
has increased its deficit by $832 million while also increasing trade 
turnover by $2.9 billion. The sector focusses upon the international 
movement of its product, and as such, a closer look at the protection 


afforded to it by both Canada and the United States is warranted. 


Calculated tariffs decreased on average for the electronics sector 
from 13.5 per cent to 7.8 per cent from 1978 to 1983. The high-tariff 
Sub-sectors, namely telecommunications, consumer electronics and 
electronics components, had tariff rates of 15.3 per cent, 15.9 per cent 
and 15.2 per cent respectively in 1978, which declined to 12.6 per cent, 
12.2 per cent and 12.6 per cent by 1983. The largest drop in tariffs 
was applied to the computers, office machines and equipment sub-sector, 


where the level of protection decreased by 6.6 per cent, from 12.2 to 


5.5 per cent in this period. 
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It is interesting to note the increase between 1978 and 1983 in 
duty-free imports entering Canada from the U.S. The value of electronic 
components entering duty-free rose significantly from $186 million to 
$840 million (from 45.9 per cent of imports to 70.5 per cent). The 
value of computers, office machines and equipment that entered without a 
tariff rose from $439 million to $1.24 billion, (which represented a 


marginal decrease in the proportion of total imports from 43.2 per cent 


to 42.6 per cent). 


Notably, the value of telecommunications equipment that entered 
duty-free almost doubled. While the increase is by no means as 
remarkable as the jump in either the electronics components or 
computer/office machines sub-sectors, it may be indicative of the slight 
loosening that occurred in Canada's tight regulatory environment for 
telecommunications, that is, in the terminal attachment interconnect 
market in Prince Edward Island, Quebec, Ontario, Alberta and 


British Columbia, in the 1978-1983 period. 


Table 3 illustrates comparable Canadian and American tariff levels 
on common electronics products. It is interesting to note the different 
treatment that integrated circuits and transistors receive from the two 
countries. Canada places no tariffs on these two products while the 
American Most-Favoured-Nation tariff rate (which applies to the Canadian 
products) is 4.2 per cent. American tariff levels for the products are 
higher than the Canadian counterparts except in the area of telephonic 
apparatus. Generally, though, tariffs are comparable. The lower 


Canadian tariff rate for telephonic apparatus does not convey the entire 
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Table 3 


Selected Products in the Electronics Sector: 
Canadian and United States Tariffs, 1984 


3.9% 


Computers, n.0.P. 


Telephonic apparatus 17.5% 


Colour TV apparatus n.o.p. 11.4% 


Integrated circuits Free 


Transistors Free 


Instrumentations for measurement 
of natural phenomena (optical) 


Revenue Canada, Customs and Excise, Customs Tariff, Departmental 
Consolidation, 1984; International Customs Tariff Bureau, International 
Customs Journal, United States of America, No. 21 (16th edition), 
1983-84, 
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picture, as the tariff level is the least important factor determining 


the Canadian import market for the American products. 


Non-tariff barriers are more important in bilateral 
telecommunications trade than are tariffs. Two Canadian telephone 
companies, British Columbia Telephone and Bell Canada, are vertically 
integrated with equipment suppliers (eg., Microtel and Northern Telecom 
respectively), and have preferential buying arrangements with them which 
effectively limit the sales of American manufactures and other domestic 
Canadian producers (such as Canada Wire and Cable) in the Canadian 
market. The other provincially-regulated companies also have unique 
procurement practices. In other sub-sectors of the electronics 


industry, however, Canada does not have non-tariff barriers. 


On the U.S. side deregulation in the telecommunications industry 
has increased opportunities for foreign producers, including Canadian 
exporters (see Table 1). Some non-tariff barriers, such as the Buy 
America Act, small-business set asides and national security 
restrictions on the release of contract specifications, do apply to this 
sector. Therefore, Canadian-American trade in the electronics sector is 
characterized by moderately high but declining tariff levels on both 
sides of the border, some American non-tariff protection, and an 
effective Canadian non-tariff trade filter which has resulted from the 
Structure of the Canadian telecommunications industry in which Bel] 


Canada and Northern Telecom have dominant purchaser-supplier roles. 
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Impact of Free Trade 


In this sector, as in many others, a Canada-U.S. free trade 
arrangement would bring about differential impacts. Some less 
productive firms might not survive the adjustment process but a 
significant group of the dynamic, adaptive ones could really prosper. 
The process of rationalization that could follow the opening of the 
border may be to the detriment of some Canadian subsidiaries (e.g. in 


the computer industry which only offers sales and services in Canada). 


A major point to consider about freer Canada-U.S. in the 
telecommunications sub-sector is that vertical integration and supply 
agreements between telecommunication companies and major equipment 
Suppliers result almost by definition in a restriction of trade in the 
Canadian market.* For bilateral free trade to exist in this sub-sector, 
it is thought by DRIE officials that the Canadian regulatory practices 
that are derived from federal and provincial laws would have to be 
modified significantly. One possible change could open the Canadian 
market to the smaller telecommunications equipment firms that must now 
export their products because they have a restricted Canadian market, as 
well as to the big multinationals (eg. ITT) which have a small Canadian 
market share. However a change in Canadian regulatory practice might 
Wy Telecommunications in Canada (Part III, The Impact of Vertical 

Integration on the Equipment Industry). Report of the Restrictive 

Trade Practices Commission, Ottawa, 1983, P. 199. One should note 

the Commission did not recommend major changes, on the grounds that 

evidence did not exist that competitive bidding, or the separation 


of telecommunications companies and equipment suppliers, would 
improve performance in the telecommunications industry. 


- 240 - 


harm the larger equipment suppliers which rely on a secure Canadian 
market for "breathing space to engage in expensive product 


development" .* 


Freer North American trade would not be the solution to competitive 
problems that have been experienced by the consumer electronics and 
electronic components sub-sectors. Their problems originated with the 
remarkable popularity of Japanese products with Canadian consumers. In 
response, these sub-sectors have undergone a transformation in that they 
are relatively smaller, have different production processes and employ 
Fewer people. They could probably manage to make any further 


adaptations if Canadian-American free trade was introduced. 


The effect on labour of a movement toward free trade in electronics 
is extremely difficult to assess, since labour adjustment is an ongoing 
phenomenon. This feature was acknowledged by both industry and 
government. The electronics sector is undergoing a continual labour 
shift from a high proportion of manufacturing workers towards a high 
Proportion of information specialists (e.g. engineers and computer 
programmers). One important development that has influenced this 
transition has been the introduction of computer-aided design and 


computer-aided manufacturing technologies (CAD/CAM). 


In addition to the shift towards knowledge-intensive skills in the 


industry, one finds that there is a high rate of business formation. 


ts Telecommunications Report, P. 201. 
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The implications of this feature is that younger businesses tend not to 
be unionized, while all of the telephone companies have organized 
employees. As such, employees in the most highly regulated firms (the 
over 200 telephone companies operating in Canada) are potentially the 
most protected from shifts in labour market patterns that could result 
from a bilateral free trade arrangement. Labour in the innovative 
manufacturing parts of the sector would be a more likely target if 


layoffs occur as a result of Canada-U.S. free trade. 


Investment patterns, foreign and domestic, in this Canadian sector, 
may undergo a transformation if free trade is introduced. It is thought 
by both DRIE and EEMAC that more money would flow south in search of the 
lucrative American market, but that free trade would also provide a 
stimulus for firms to keep investment in Canada if they are conducting 


world product mandate types of operations. 


Finally, the regional impacts of a free trade arrangement would be 
minimal. Business formation would be stimulated, and DRIE speculated 
that free trade might help a northward flow of business from 
California's Silicon Valley to British Columbia. In general, however, 
it is highly unlikely that a firm in the central-Canadian focused 
high-technology business would relocate willingly to New Brunswick or 


Newfoundland, with or without free trade. 


Therefore, the implications of Canadian-American free trade for 
this sector are a mixture of hope and pessimism. There will be definite 


Canadian winners from free trade, mainly firms that have either a world 
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product mandate, or a North American market niche. The 
import-substitution-oriented branch plant would do poorly for its raison 
d'étre would cease to exist. Free trade would force such firms to 
undergo production rationalizations which could mean that Canadian 
Plants might be closed. It is also not clear to what extent free trade 


would work in Canada's highly-regulated telecommunications environment. 


Conclusion 


The electronics industry is not united on the topic of Canada-U.S. 
free trade. The Electrical and Electronics Manufacturers Association of 
Canada is cautious on this topic; the Canadian Business Equipment 
Manufacturers' Association (which is mainly composed of large branch 
plants) favours free trade; and the Canadian Advanced Technology 
Association's view is that improved market access to the United States 
would be good but the adjustment costs may be very damaging overall. 

The idea that bilateral free trade would be the best solution for the 
electronics sector's economic weak spots does not receive universal 
endorsement. The size and concentration of major firms in some 
sub-sectors (e.g. in computers and telecommunications) would make a free 
trade-related failure of any one of them a serious political concern. 
The positive aspect of this issue is, however, that the benefits may 
Outweigh the costs--Canada could find itself with a profitable 
electronics sector with access to a large market and with increased 


employment in a sector oriented toward research and development. 
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Appendix 


Electronics 


Sector Definition by Canadian International Trade 


Classification Commodity Codes* 


Import 

Sub-Sector Commodity Code 
Commercial and Industrial 
Telecommunications Equipment 634 
Consumer Electronics 
(TV, Radio, Stereo) 637 
Electronic Components 638,639 
Computers and Office 
Machines and Equipment 771,91947 
Controls and Instrumentation 702,70919, 

70997 


Export 


Commodity Code 


634 


637 
638,639 


771 


V0Cs70S19; 
70997 


¥ Data extracted from Statistics Canada, Imports (and Exports) 
Merchandise Trade, 1978 and 1983, Catalogue 65-203 and 65-202. 
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ELECTRICAL MACHINERY AND EQUIPMENT 


The electrical machinery and equipment sector is characterized by 
its diversity. This diversity makes generalizations vis-a-vis free 
trade very difficult. Unlike the related electronics sector, the 
electrical machinery and equipment (or electrical products) sector is 
generally made up of mature products, suggesting a need to seek out and 
exploit new markets in order to re-establish growth. Although 
employment has fallen in recent years (from a peak of 78,268 in 1981 to 
70,862 in 1984 - a marked recovery from the trough of 1983), it is still 
one of Canada's largest manufacturing employers, and therefore of major 


economic significance. 


The Statistics Canada-based definition of the electrical machinery 
and equipment sector used in this analysis corresponds to that outlined 
in the recent trade policy review, and in the 1977 IT&C sector 
analysis. In general terms, it includes the production of equipment 
required to generate and distribute electricity and the manufacture of 
products that use electricity. There are six major sub-sectors: 
industrial electrical equipment (equipment for the generation and 
transmission of electricity), electrical wire and cable, major household 
appliances (stoves, refrigerators, etc.), small appliances (toasters, 
kettles, etc.), and miscellaneous electrical products (including 
conduits and fittings, lamp bulbs, wiring devices and lighting 


fixtures), and batteries. 
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In 1975, according to a study by the then Department of Industry, 
Trade and Commerce (IT&C), there were 532 electrical manufacturers 
operating 670 establishments. However, the vast majority of these had 
under 50 employees. This conclusion is reinforced by statistics from 
the Electrical and Electronics Manufacturers Association of Canada 
(EEMAC) which demonstrate that its 210 members account for 80-85 per 
cent of production and sales in both electrical products and 
electronics. Its own membership breakdown lists 42 firms with under 50 
employees, 119 with 50-500 employees, and another 42 firms with over 500 


employees. 


The IT&C study and EEMAC also agree that while the majority of 
firms in the sector are Canadian-owned, the majority of shipments, 
revenue and employment (60 per cent in 1975 according to IT&C) are 
accounted for by American-owned firms. One need only think of the 
industry giants - CGE, Westinghouse, etc. - to informally confirm this 
conclusion. Intracorporate trade is extensive and increasing, as many 
of the larger multinationals begin to re-work their production 


strategies on a continental basis. CGE is the trendsetter in this 


respect. 


Employment, like the industry itself, is generally concentrated in 
Ontario and Quebec. However, unlike the electronics sector, the older 
electrical sector has been subject to interprovincial barriers and 
provincial procurement practices (notably associated with provincial 
hydro authorities), thereby historically assuring some distribution of 


labour and industry on a nation-wide basis. The industry is highly 


5 NG = 


unionized - around 80 per cent (EEMAC figures) - and this figure is 
unlikely to decline (again according to EEMAC). Labour intensiveness 
varies widely, but the sector is in general more labour-intensive than 
electronics. While it can be stated generally that the more 
labour-intensive sub-sectors are less competitive, there are some very 
Significant exceptions to this generalization - notably, the highly 
labour-intensive heavy electrical generating equipment industry which 
produces for customized individual applications, and which has 


world-class capabilities based on its domestic expertise. 


Trade and Protectionism 


Table 1 demonstrates that there is extensive Canada-United States 
trade, and that Canada has a large but generally decreasing trade 
deficit with the United States in the electrical products sector. Total 
trade in real terms was quite stagnant over the period in question, 
reflecting the relatively mature state of the industry. Substantial 
increases in Canadian exports to the United States (from $375 million 
to $512 million), combined with a decrease in imports from the 
United States, resulted in a real overall decrease in the trade deficit 
of $387 million. However, only in the electrical wire and cable 
Sub-sector did Canada reverse its trade deficit and turn it into a small 
surplus, although every other sub-sector except batteries recorded a 


real decrease in its deficit. 


Given the relatively mature product development stage of most 


products in the sector, future industry growth will depend on continued 
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growth in export sales. At the same time, the trend towards reduction 


of the large trade deficit will have to be continued. 


Table 2 shows that tariff protection has decreased from 1 to 
4 per cent in every sub-sector of the electrical products sector since 
1978, in accordance with the Tokyo Round trend. Nonetheless, tariff 
protection remains substantial: the lowest tariff on dutiable trade in 
1983 was still 12 per cent, applied in the industrial electric equipment 
sub-sector. Overall, tariff protection decreased from 16 per cent to 


13 per cent. 


It can be assumed that these substantial tariffs have contributed 
to the development of vested interests which would oppose decreases in 
protection. During the last MTN round, Canadian industry 
representatives stated that they were not opposed to tariff cuts, as 
Tong as they could be achieved along with "fair trade", meaning a 
reduction in NTB's which they felt unfairly handicapped them. Under the 
circumstances, with most NTB's remaining intact, they opposed cuts. 
Given the substantial NTB's and the overwhelming size of electrical 
products industries in the United States, there are elements in the 
Canadian industry which still feel strongly about the need to retain 


protection. 


Table 3 compares the Canadian and American tariff rates on a number 
of common items within the electrical Products sector. It reveals that 
Canadian tariffs are generally high, between 12 and 17 per cent, and in 


all cases considerably higher than American tariffs, which range from 


24 
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Table 3 
Selected Products in the 


Electrical Machinery and Equipment Sector: 
Canadian and United States Tariffs, 1984 


rene : Canadian American 
Product Tari ff Tariff 


Generators, Thermo-electric 12.9% ehyene 
converters 
Electrical Cable 12% (single) 5.3% (insulated) 


12.9% (twisted 4.9% (uninsulated) 
or braided) 


Domestic Washer/Dryers 17% 10. 6% 
Refrigerators and Combination 17% 10. 6%, 
Refrigerators-Freezers, 
Domestic 
Electric Toasters 17% 6.5% 
Electric Kettles 122 9% 6.5% 
Electric and Galvanic Batteries 12. 9% 6. 5% 
Electric Lamps and 14, 6% 4.5% 
Incandescent Electric Light 
Lamps 


Revenue Canada, Customs and Excise, Customs Tariff, Departmental 
Consolidation, 1984; International Customs Tarrift Bureau, International 


Customs Journal, United States of America, No. 21 (16th edition), 
1983-84, 


- 251 - 


3.8 to 10.6 per cent. The difference between Canadian and American 
tariff rates range from 6.4 per cent in domestic washer/dryers, 


refrigerators, and kettles, to 10.5 per cent in domestic toasters. 


The tariff rates of both countries will decrease considerably by 
1987 when the Tokyo Round reductions are complete. For example, the 
Canadian tariff on refrigerators will drop from 17 per cent to 12.5 per 
cent, while the corresponding American tariff will decrease from 10.6 
per cent to 6.8 per cent. On toasters, the Canadian tariff will also 
fall from 17 per cent to 12.5 per cent and on kettles, it will drop from 
12.9 per cent to 10.2 per cent, while the corresponding American tariff 


will decrease for both items from 6.5 per cent to 5.3 per cent. 


At present, some American tariffs - notably on major household 
appliances - are startlingly high. Regardless of the differential 
between Canadian and U.S. tariff rates on these items, the American 
tariff rate is likely to be prohibitive to most foreign competitors, so 
that both economies are highly protective on such items. However, the 
pending reductions wil] make the U.S. economy more open on such items, 
while the Canadian tariff at 12.5 per cent will continue ,to constitute a 


substantial barrier. 


In other product areas, the apparent conclusion that the Canadian 
industry is much more protected than the American industry must be 
qualified. For example, hydro-electric generators may be protected by 


higher tariffs in Canada, however, the American industry is in many ways 


- 252 - 


more thoroughly protected through the non-tariff provisions of the Buy 


America Act. 


Both the Canadian and American markets are comparatively unhindered 
by non-tariff barriers relative to offshore competitors. They are, 
according to EEMAC, the most open economies in the Western world. 
Product standards, which are sometimes purported to constitute NTBs, are 
not a major barrier in Canada. EEMAC sources say Canada has more 
offices around the world to assist exporters in meeting Canadian 
standards than has any other country. There is a high degree of 
concurrence and ongoing consultation between Canada and the 


United States regarding product standards. 


The most substantial NTBs in Canada are the provincial procurement 
Practices applied particularly to heavy electrical equipment - notably 
hydro generating equipment. As outlined in the submission to the 
Commission by Slacan division of Slater Steel Industries, all provinces 
maintain some trade barriers that give a real financial advantage to 
companies bidding from within the province on provincially controlled 
contracts. Since some of the largest provincially-controlled contracts 
are let by provincial hydro authorities, these trade barriers have had a 
Substantial impact on the structure and distribution of the electrical 
machinery industry. Ontario, with most of the country's strongest 
manufacturers located within its borders, has the most liberal 
Procurement policies. It gives a 10 per cent preference to all 
Canadian-made products. Quebec does not allow contractors whose 


principal place of business is outside the province to even bid on 


35200 |= 


Provincial government construction contracts. Newfoundland gives a 10 
per cent preference to provincial manufacturers. 8.C. grants 5 per cent 
and 10 per cent preferences to local firms in competition with other 
Canadian firms and in competition with foreign firms, respectively. 
These barriers are as disruptive to domestic trade as they are to 
international trade, and they clearly have the potential to become 


highly politicized. 


In the United States, the well-known “Buy America" requirements are 
applied in some sub-sectors, particularly to capital goods like heavy 
electrical machinery. These requirements vary, however, they stipulate 
substantial amounts of American content, and can require final assembly 
in the United States, or that a foreign bidder underbid an American 
bidder by a substantial amount. In addition, foreign-owned firms must 
overcome a stigma attached to their status as "foreigners" in the 
American market. This is particularly evident in the related 
electronics sector, where Northern Telecom is a noteworthy example of a 
firm which has invested heavily in the United States, at least in part 
to build the image of being a good corporate citizen. This same 


consideration will apply for most major Canadian-owned firms. 


In Canada, there have been improvements to export financing and 
support programs such as the Program for Export Market Development 
(PEMD), but EEMAC feels that these still lag far behind the export 
financing of offshore competitors. In its opinion, such programs 


must be improved if Canadian electrical industries are to be 
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internationally competitive. The U.S. has an equivalent number of 


export support programs. 


Impact of Free Trade 


As suggested at the outset, the diversity of this sector makes 
generalizations regarding the potential impacts of free trade virtually 
impossible. Large, American-owned multinationals which have already 
begun rationalizing or product mandating on a continental basis would 
benefit from free trade, as it would further facilitate North American 
rationalization and therefore facilitate greater economies of scale. 
American branches which have not begun rationalizing would have little 
value--and little chance--in a continental market. Many non-American 
foreign firms--for example, ASEA (Swedish), Northern Engineering 
(British), and Brown-Boveri (Swiss)--could benefit because they would 
obtain access to the larger American market via their Canadian 
subsidiaries. On the other hand, firms in this category which already 
have American operations might be expected to close their (likely 
smaller) Canadian branches. The impact on Canadian-owned firms would 
vary according to sub-sector. In general, regardless of nationality, 
firms producing relatively customized products like electrical 
generation equipment (for example, Westinghouse and ASEA) would benefit 
from the increased market access. Firms Producing off-the-shelf items 
like distribution transformers or cheaper housewares for the Canadian 


market might well be driven out of business by their American 


competitors. 
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In general, free trade would result in considerable attrition among 
existing firms according to an EEMAC representative and would usher in a 
period of substantial adjustment for many Canadian and foreign-owned 
firms - a process which has already begun in response to Tokyo Round 
tariff cuts. As stated previously, the industry is generally very 
mature, with little growth potential beyond the exploitation of new 
market opportunities. Ultimately, then, free trade would be a case of 
“biting the bullet" in the not-unreasonable hope of long-term increases 


in efficiency and sales. 


Clearly, this period of industrial adjustment would result in a 
concurrent period of labour adjustment. It is difficult to establish 
what the aggregate effect of a free trade agreement would be on labour 
and employment. There is a good chance that even those companies whicn 
would benefit in terms of sales and efficiency would experience 
decreases in numbers employed--this would often be a part of the 
rationalization process. For example, Westinghouse Canada's 1983 annual 
report explains its 28% decrease in employment as follows: "This 
resulted from the divestiture of the lamp business, the general economic 
downturn and moves designed to create a smaller but better-trained work 
force capable of handling the new technologies on which greater 
productivity and quality depend." Similarly, CGE's rationalization 
program has resulted in a drop in its employment. However, the real 
decrease in industry employment is difficult to estimate because several 
CGE plants were sold to other firms as part of the streamlining process, 
so that jobs at those operations were not in fact lost. Ultimately, 


total employment in this sector may decrease, however, the decrease wil] 
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likely be greater if operations do not modernize and develop the 
efficiency and capacity necessary to increase exports. It has been 
Suggested that Canadian labour, which has generally lower rates of 
productivity than its American counterparts could hinder the adaptive 
process if it insists on wage parity while continuing to Jag in 


productivity. 


The industrial and labour adjustment problems in Canada would be 
complicated by regional/provincial adjustments. Assuming a free trade 
agreement would entail the dismantling of interprovincial barriers and 
Provincial procurement practices (a requirement if the agreement was 
expected to yield substantial benefits), a period of national 
rationalization could be expected according to EEMAC representatives in 
which uneconomic operations in the peripheries would be wound down and 
Production would generally centralize. This would entail the relocation 
of both industries and labour. Statistics Canada information indicates 
that the number of affected employees would not be large in absolute 
terms. However, it must be remembered that the relative impact would be 
Substantial in the Western and Atlantic provinces because of their much 
smaller populations. Furthermore, these regions would be particularly 
sensitive to the loss of manufacturing industries and employment , 
especially given their traditional resource dependency and, particularly 
in the Atlantic region, their generally depressed economies. As an 
example of the kind of a nation-wide distribution which characterizes 
this industry, it is useful to look at the example of Phillips Cables of 
Brockville, a British and American-owned firm with 1,350 employees. It 


Operates factories in Dartmouth N.S.; Rimouski, Lachine and St. Jerome, 
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Quebec; Scarborough and Brockville, Ontario; Portage La Prairie, 
Manitoba; Sentinel, Alberta; Vancouver, B.C.; and Watertown New York. 
Under an FTA, it is unlikely that all of these plants would continue to 


operate. 


One key element in assessing whether free trade would result in a 
net benefit or loss to the country is the question of whether multi- 
nationals would utilize their Canadian facilities and include Canadian 
operations in their rationalization plans, or whether an FTA would lead 
to an exodus of American (and other) operators. It is not clear how 
these operators would respond to “market forces" in a free trade 
environment. However, the example of CGE and, the evidence emerging 
from the rationalization strategies of other MNEs suggest that these 
large firms are generally making long-term plans with their Canadian 
facilities targeted for specific product mandates. The adoption of 
product mandates could yield another important benefit to the country as 
it would likely bring increased R&D activity to Canada, as MNEs moved 
R&D related to a given product mandate to the relevant production 
facility. At present, branch plants which produce full product lines on 
a small scale for the Canadian market have little or no R&D activity, 


which is undertaken by the parent in the "home" country. 


Conclusion 


The electrical products sector is divided on the issue of free 
trade as one would expect given its diversity. This is reflected in 


EEMAC's activity as it has been unable to come out for or against free 
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trade, but is organizing seminars to acquaint its membership with the 
issues. Large, American-owned multinationals are likely to follow CGE's 
lead in favouring free trade, in order to facilitate North American 
product mandating. Manufacturers of heavy electrical generating 
equipment may also favour free trade (meaning particularly the removal 
of NTBs) as a means of expanding the small, specialized market for their 
world-class products. Otherwise, the sector will probably divide 
between those firms which have specialized products, and those which 
manufacture off-the-shelf, long production-run products. The former 
would likely favour free trade and the latter generally oppose it. 
Producers of off-the-shelf products would simply stand little chance of 


Surviving in competition with their much larger American competitors. 


A complicating factor, and the major political obstacle to free 
trade, stems from the fact that interprovincial obstacles and provincial 
procurement practices have resulted in a nation-wide distribution of 
Small-scale electrical manufacturing plants, particularly in products 
for provincial hydro authorities. Should provincial barriers be removed 
under free trade, the result would likely be national rationalization 
and the closing of many smaller regional operations. Such a process 
would incite opposition not only from those operations but very likely 


from provincial governments, labour unions and other regional 


constituencies. 


Thus, those who favour free trade in this sector face two important 
tasks. First, they must demonstrate that there would be significant 


economic benefits which would more than compensate for the adjustment 
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costs associated with free trade. And second, they must address the 
regional issue: what would be the production and employment loss in 
peripheral regions in the electrical products sector? What could 
replace this production and employment? Or, alternatively, how could 
the necessary labour adjustments be facilitated and justified? All 
interests must deal with the question of what future the sector faces if 
it does not secure access to larger markets, and does not increase its 


international competitiveness. 
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Appendix 


Electrical Machinery and Equipment 
Sector Definition by Canadian International Trade 
Classification Commodity Codes* 


Import 
Sub-Sector Commodity Code 
Industrial Electrical 
Equipment 503, 50440-50499, 
52045 ,055 1.95 


65554-65599, 683-689 


Electrical Wire and Cable 46973-46975 
Major Household 
Appliances 65506, 65528-65549, 
661,698 
Smal] Appliances 692,697 
Batteries 693 
Misc. Electrical 495, 68147-68187, 
Products 68199, 682 


Export 
Commodity Code 


503, 50440-50499, 


DCagomO0 Ones 
65599, 683, 684, 688, 
689 

46975 


65506-65549, 
661,698 


697,697 
693 
495,682 


* Data extracted from Statistics Canada, Imports (and Exports) 
Merchandise Trade, 1978 and 1983, Catalogue 65-203 and 65-202. 
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SCIENTIFIC AND MEDICAL EQUIPMENT AND PRODUCTS 


Description 


Scientific and medical equipment and products is not a high profile 
industrial sector in Canada, and is to some extent a catch-all 
category. However, it is characterized by a relatively high value of 
trade and a large trade deficit, which make it worthy of further 
investigation. The best source we have on which to base this analysis 
besides our Statistics Canada data is an interview with a senior 
official at the Canadian Association of Manufacturers of Medical Devices 
(CAMMD). Hence, the focus of this write-up will be on the medical 


devices industry. 


With this focus in mind, it should be noted that there are some 
differences between our sector definition and the CAMMD definition. A 
considerable portion of the products in our scientific instruments 
sub-sector would not be included among medical devices products, 
although some of the laboratory equipment in this sub-sector would be 
produced by CAMMD members. Dental supplies and optical equipment are 
not included in the medical devices industry, however, these are 
relatively low-trade categories. In general, medical devices are 
defined by the government as “anything used for the external or internal 
care of the patient", with anything staying in the body over 30 days 
requiring special approval. The industry does not make sub-category 
distinctions, probably in large measure because many firms produce a 


very wide range of medical devices. 
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The outstanding characteristic of the medical equipment industry is 
that 85 per cent of sales in Canada are imported. CAMMD is endeavouring 
to increase the strength and sales of the domestic industry, but faces 
an uphill struggle: producers cannot achieve sufficient sales volumes, 
cannot get sufficient R&D funding, and have higher labour costs in 
Canada. The industry is made up of a large number of firms - about 300 
either directly or peripherally involved in medical devices - with the 
great majority having less than 50 employees. Most of these firms, and 
certainly all of the largest ones, are foreign (mainly American) owned. 
Although Canadian tariffs are relatively high where they apply, a large 
volume of imported products in this sector enter duty-free, so that the 
activity of firms in Canada is generally limited to warehousing and the 
Production of a few wide distribution items (the most recognizable 
example is band-aids, although this example understates the complexity 
and value of Canadian production). More expensive and complex medical 
devices can be manufactured in sufficiently greater volumes in the U.S. 
to effectively make most production in Canada uneconomic. According to 
the CAMMD, the larger American-owned firms are in fact disinvesting 


wherever possible. 


Obviously, there is considerable intracorporate trade in this 
sector. There is also a small amount of product mandating. However, 
the general impression received from CAMMD is that foreign-owned firms 
do not wish to make a substantial commitment to this country. Canadian 
firms are small and, without more R&D funding, find it very difficult to 


develop and market their products south of the border. Furthermore, 
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whereas most medical goods enter Canada 


U.S. generally face substantial (or at 


The industry is centered in centra 
firms located in Ontario and most of th 
also pockets of activity in B.C. and Me 
distribution corresponds to the distri: 
total labour force in the medical devic 
is close to 75 per cent unionized. CA 


with several serious strikes recently. 


Trade and Protectionism 


Table 1 details Canadian trade wit 
and 1983. It clearly demonstrates our 
sector: in every sub-sector Canada has 
with the United States. Proportionate|. 
cclemizie anstrunents, equipment and p 
cent of imports, while exports in the h 
sub-sector are relatively even smaller - 
sizeable trade deficit will be difficul 
likely to remain highly import -dependen: 
is whether anything can be done to begi 


gap. 


Table 2 illustrates the level of tc 


sub-sector. Once again, the table lend: 
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generalization: Canadian tariffs in each sub-sector are high. They 
range from a low of 8.9 per cent in the scientific instruments, 
equipment and parts sub-sector to a high of 14.4 per cent in surgical 
and medical supplies. In the view of the medical devices industry, 
Protection is even more substantial: many of the products in the 
scientific instruments sub-sector do not come within the purview of 
CAMMD, while the next two lowest tariff categories - dental supplies and 
optical equipment - are not considered by CAMMD to be part of the 
medical devices industry. Thus, CAMMD estimates that average tariffs on 


dutiable products within its industry are 13-14 per cent. 


However, it is also generally the case that a high proportion of 
imports in this sector enter duty-free. The percentage of duty-free 
imports is highest in the surgical and medical supplies category, where 
only 14.6 per cent of imports are dutied. Overall, only 25.7 per cent 
of imports in this sector are subject to duty. A small number of 
Canadian manufacturers are protected: for example, producers of 
diagnostic and anabolic chemicals have received between 7 per cent and 
13.5 per cent protection since 1981, and have increased sales and 
production in this period. However, discussions with sources in the 
industry reveal that many producers in Canada do not receive tariff 
protection, while facing duty costs to enter the American market. 
Virtually all Canadian hospital goods can be brought in duty-free from 
the United States. The result, according to the tariff department at 
the Canadian Manufacturers' Association, is that many hospitals pursue 
an effective “don't buy Canadian" policy because they prefer the 


convenience and economies of purchasing most of their requirements from 
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a single source -- a convenience which only the largest American 
producers are capable of providing. Thus, the industry in Canada is 
relatively highly exposed and hard pressed to achieve economic levels of 


sales. 


Table 3 supports this conclusion. Whereas many products come in 
free on the Canadian side, particularly in the medical/surgical area, 
all products listed are subject to duty on the U.S. side, ranging from 
5 per cent for plastic dentures to a phenomenal 31.2 per cent for 
clinical thermometers. In Canada, it is interesting to note that 
whereas clinical thermometers come in duty-free, household thermometers 
are subject to 10.3 per cent duty. This contrast implies a policy 
decision to bring in most medical-related products free of charge. In 
addition to those items which are formally duty free, Canada allows a 
doctor to import any item free of duty without government approval if it 


is for use by a specific patient. 


Both countries engage in government procurement and other practices 
on an informal basis. In Canada, these practices are often ignored in 
favour of the advantages of single sourcing most requirements from iarge 
American firms; in the U.S., it was estimated that governments source 
close to 100 per cent of their purchases domestically. Both countries 
have very strict, though compatible, product standards. However, these 


are exclusively safety measures and are not considered to be NTB's. 


In terms of other trade-related government activity in Canada, the 


CIDC provides some funding for specific projects at specific locations - 
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Table 3 


Selected Products in the Scientific and 
Medical Equipment and Products Sector: 
Canadian and United States Tariffs, 1984 


Product | Canadian American | 
Tariff Tariff 


Clinical thermometers free Coee 
household thermometers 
artifical limbs 


Stethoscopes 


Dentures 


Shapes of glass or plastic 
for use in manufacture of 
spectacles 


| 

Electrocardiographs 
| 

| Pol ee 

| Hearing aids 


Revenue Canada, Customs and Excise, Customs Tariff, Departmental 
Consolidation, 1984; International Customs Tari ureau, 
International Customs Journal, United States of America, No. 21 


(16th edition), 1983-84. 
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for example, the Connaught Laboratories in Toronto - and the Export 
Development Corporation (EDC) provides some funding on the same basis. 
However, there are no on-going government support programs, and the 
industry feels its prospects are severely damaged by the lack of 


substantial R&D support. 


Impact of Free Trade 


In general, most Canadian interests in both industry and government 
would be favourable towards free trade. Such an initiative would 
likely hasten disinvestment by some American-owned firms. However, it 
would give Canadian firms improved market access in the U.S., and the 
potential to achieve economical volumes of production with lower costs 
which are very difficult and often impossible to obtain within Canada. 
For example, one Canadian firm, Madson Electronics, makes only 8 per 
cent of its sales in this country, and could not survive without the 
American market. It must simply accept the 4.9 per cent American duty 
as part of the price of economic viability. From the government point 
of view, the major advantage of a tariff-free environment on medical 
goods is to facilitate a reduction, however small, in the huge, often 


debilitating costs of government-run medical services. 


At first, the disinvestment which would almost certainly follow 
from a free trade agreement would result in a drop in employment, and 
thus would lead to labour adjustment difficulties. However, employment 
at 5,000 people is not great by manufacturing standards at present. 


Regional impact would be limited to central Canada where the industry is 
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concentrated. The most important question is whether Canadian interests 
would be able to take advantage of the expanded opportunities afforded 
under free trade through expanded access to the American market. If so, 
the long-term result would be a more soundly-based Canadian industry and 
increased employment. The Canadian industry would have to overcome some 
disadvantages resulting from higher labour costs. However, the CAMMD 
feels that Canadian companies could compete with the right products. 
Consequently, the key issue is the availability of sufficient R&D 


Support. 


CAMMD feels that Canadians have the ideas: both individuals and 
laboratories in Canada are coming up with marketable ideas regularly. 
With access to the U.S. market and development support, these products 
could carve out a North American market niche from a Canadian base. 
However at present, Canadian firms and individuals with product ideas 
approach U.S. firms to get their products fully developed and to have 
them manufactured in the U.S. under licence, to capitalize on the 


lucrative U.S. market. 


Thus, free trade would be useful in reducing government health 
expenditures and in further opening the U.S. market to Canadian firms, 
in spite of the MNE disinvestment it would lead to. However, Canadian 
firms would be unable to take advantage of the opportunities afforded by 
free trade in this high tech field without much improved R&D support, 
which would allow them to develop specialized products and carve out 


continental market niches. Without enhanced support, Canadians with 


mae 


ideas will continue to take them south of the border where large firms 


have large R&D budgets and are always open to new product. opportunities. 


Conclusion 


The Canadian scientific and medical equipment products sector is 
noteworthy for the small share of the Canadian market it posesses: 85 
per cent of product sales in this sector are imported. Many of the 
firms in the sector are large, foreign-owned enterprises which limit 
their Canadian activities to warehousing and the production of a smal] 
number of items. The vast majority (nearly 75 per cent) of imports in 
this sector are duty free, while U.S. tariffs are much more extensive 
and, like those which do exist in Canada, are high. Thus, U.S. 
multinationals have no reason to increase their commitment to Canada and 


are, in fact, already disinvesting to a limited extent. 


In spite of the weakness of the Canadian industry, neither industry 
nor government favour protection. On the contrary, both are on the 
whole favourably disposed to free trade. Both recognize the necessity 
of keeping the high costs of health care as low as possible. Industry 
recognizes that it is impossible to achieve economic volumes of 
production if producing only for the Canadian market. And there is a 
recognition that a strong medical equipment industry cannot be built on 
a foundation of MNE's with a very limited commitment to Canadian 


corporate citizenship. 


==0/2e— 


The best prospects for a vital scientific and medical devices 
industry in Canada lie in the development by Canadians of products to 
fill specialized niches in the North American market, which would allow 
them adequate volumes of production. Thus, free trade would be in their 
interest. The product ideas are apparently forthcoming from individual 
Canadians and laboratories. The major gap in the process is the 
provision of adequate R&D funding to facilitate the development of 
Specialized products in Canada. This will necessitate more active 
government support for R&D. Whether government will offer this support, 
and whether it is compatible with an emphasis on free trade, are 


essential questions in this sector. 
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Appendix 


Scientific and Medical Equipment and Products 
Sector Definition by Canadian International Trade 
Classification Commodity Codes* 


Import Export 
Sub-Sector Commodity Code Commodity Code 
Scientific Instruments, 703 9/055708; 703, 70949, 
Equipment and Parts 70949-70995, 70999 70994, 70999 
Surgical and Medical 
Supplies (includes 
veterinary and hospital) 706, 70909, 881 706, 70909, 881 
Dental Supplies 882 882 
Optical Supplies 707 707 
Other Health Sciences 
Supplies 883-885 883, 885 


* “Data extracted from Statistics Canada, Imports (and Exports) 
Merchandise Trade, 1978 and 1983, Catalogue 65-203 and 65-202. 
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FURNITURE 


Description 


The furniture industry is one of the more traditional manufacturing 
industries in Canada. Although it has diversified, its output has 
remained a small part of the national product. There are several ways 
Of looking at the composition of the furniture sector. The method 
chosen here, using Statistics Canada data, views the sector as being 
composed of household furniture, office furniture and fixtures, 
miscellaneous furniture (usually institutional furniture) and electric 
lamps and shades. This definition met with general approval from both 
government and industry with a minor exception. The government official 
that was interviewed noted that little emphasis is placed upon the 
electric lamp and shade manufacturing component, because it is concerned 
mainly with assembly. There is limited related production, emp | oyment 
or trade in Canada. Industry representatives divided the sector into 
three categories, omitting the lamp and shade component entirely. In 


fact, this sub-sector is not listed in industry -generated statistics. 


The furniture industry in Canada is highly fragmented and 
specialized, and is noted for its small start-up costs. The growth rate 
over the past few years has been slow (1.5 to 2 per cent). The 
enterprises tend to be single-plant, family-owned operations - a 


characteristic that is shared by both Canadian and American firms. 


Plants also have a tendency to be located close to their final markets 
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because (a) it is costly to ship finished furniture; and (b) there is 
a link between the distance the article is shipped and the amount of 
damage that the article sustains. Major manufacturers in Ontario and 
Quebec, however, do supply markets in Western Canada including British 
Columbia and Alberta as well as exporting to markets principally in the 


United States. 


The major industry in the sector is the manufacture of household 
furniture. It accounts for 50 per cent of domestic production. The 
miscellaneous furniture industry claims 30 per cent, while the office 


furniture sub-sector produces 20 per cent of the total. 


The total labour force in the industry consists of approximately 
50,000 employees. There are 25,000 people who manufacture household 
furniture, 8,000 employed by the office furniture industry, 1,500 
employed to manufacture lamps and shades, and 15,000 employees involved 


in the manufacture of miscellaneous furniture. 


Furniture industry employment, 85 to 90 per cent, is concentrated 
in Ontario and Quebec. Most of the remainder is to be found in the 


Western provinces. 


The industry's labour force is partially unionized. Companies that 
are located in urban areas have a unionization rate of at least 50 per 


cent, whereas the small-town firms tend to be family-run operations 


without an organized work force. 
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The production processes in the furniture sector are highly labour- 
intensive, which increases the tendency for the industry to be 
fragmented into a large number of small establishments. The majority of 
firms employ fewer than twenty people. ODRIE has noted, however, that 
16 per cent of the largest firms, those employing over 50 employees, 


account for 70 per cent of all shipments. 


Trade and Protectionism 


The following tables present the Canadian furniture industry's 
trade with the United States, the level of protection applied by Canada 
to American furniture, and comparable Canadian and American tariff 


levels on common furniture products. 


In general, the furniture industry has more than doubled the value 
of exports to the United States from 1978 to 1983, moving from exports 
of nearly $180 million in 1978 to slightly more than $378 million in 
1983. Imports of furniture from the United States dropped in this 
period from $289 million to $188 million. Consequently, the industry 
shifted from a bilateral trade deficit of nearly $109 million to a 


surplus of $185 million in these six years. 


The improvement in the trade balance for furniture has been 
generated principally by the office and miscellaneous sub-sectors, and 
to a lesser degree, by the household furniture industry. Exports of 
household furniture to the United States more than doubled from 


$32 million in 1978 to $84 million in 1983, while in the same period, 


Died 


*sue| [op 


yueqySUOD JO SUULJE[NI[ED JOJ ,MAaLAUAAQ, JO € [Gel OF yayay “SanleA EBST UL Passaudxa Sue| {Op JUueJsUoD °2 


sue_{Op yUauuNn) °T 


"pHOT *(SLSeg SuloZSN] Mey) [eNuUy SUOLSLALG apes, [eUsazxXZ Sepeue) SI13S17eIS 


aunytusuny [Leo] 


Yoo ul (S2y°8UT) JOEL ‘8st LLb ‘882 gug‘2eT j¥zT ‘ele |2S8°6LT {9v8 EIT 
sapeus pue 


sdwe}] 314399[] 
J039aS-qns 


S$yJOdxy 
ueLpeuey 


SyUOdwy 
ueLpeue) 


gue [ey 
apeul 


(spuesnoyy uelipeuet ) 


J0999S5 avunqiusny 
ZEB6T Puke B/6L £S9929S pazLuN ay YIM apety UeLpeUe) 
T 21qe1 


- 278 - 


American imports to Canada decreased from $192 million to $117 million. 
As a result of these developments, Canada's trade deficit in this 
Sub-sector was reduced significantly from a 1978 value of $159 million 


to a 1983 figure of $34 million. 


The office furniture industry in Canada has also had success in the 
U.S. export market. Exports of office furniture rose from $75 million 
in 1978 to $195 million in 1983, while imports declined only slightly 
from $26 million to $22 million. Consequently, the 1978 trade surplus 
in office furniture with the United States of $49 million had increased 


Dy 1983 to $173 million. 


Thus, there have been some fairly strong export performances during 
the past decade. The industry attributes its current export successes 
to the presence of a lower-valued Canadian dollar, which shifts the 
terms of trade with the United States in Canada's favour, rather than to 
either a superior product or more efficient production than the American 
manufacturers. In fact, they argue that if the value of the Canadian 
dollar rose closer to that of the American dollar, much of the 


industry's current advantage would vanish. 


While the value of imported furniture from the United States has 
decreased marginally, it has not been as a result of higher levels of 
Canadian protection. In fact, the level of tariff protection on 
American furniture entering Canada has decreased from 1978 to 1983, 
moving from 19.0 per cent to 16.2 per cent on dutiable furniture. In 


1978, less than 2 per cent of furniture from the United States entered 


- 279 - 


duty-free, and in 1983, slightly more than 2 per cent entered in this 


fashion. 


The levels of tariffs on American-made furniture have decreased 
between 1978 and 1983 for all categories: household furniture tariffs 
fell from 19.2 to 16.8 per cent; miscellaneous furniture tariffs were 
reduced from 17.7 to 14.7 per cent; office furniture protection was 
diminished from 17.8 to 15.4 per cent; while the duty on electrical 


lamps and shades was cut from 19.3 to 15.3 per cent. 


It is interesting to compare Canadian and American protection on 
specific articles of furniture. Canadian tariff levels tend to be 
Significantly higher than the American levels. The protection granted 
to a wood table serves as an excellent illustration of ane point. The 
Canadian tariff rate (MFN) for an American wood table is 16.9 per cent, 
while the American rate for the comparable Canadian item is considerably 
lower at 3.4 per cent. Other examples illustrate the wide variance 
between the Canadian and American rates. The Canadian tariff for an 
American metal filing cabinet (14.4 per cent) is more than double the 
relevant American tariff (6.3 per cent). Canadian electric lamps are 
well-protected by a Canadian tariff of 14.6 per cent, while the American 


rate is dramatically lower at 3.1 per cent. 


However, for some articles of furniture the tariff levels are more 
comparable. The Canadian tariff on a fabric-covered sofa is 16.9 per 
cent, while the American rate is moderately lower at 10.9 per cent. In 


general, however, Canadian protection is significantly higher than 
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Table 3 


Selected Products in the Furniture Sector: 
Canadian and United States Tariffs, 1984 


Product Canadian Tariff |American 
Ta rach 
Wood table 16.9 


3.4 


Fabric-covered Sofa 
Metal Filing Cabinet 
Hospital Operating Table 


Electric Lamp 


Revenue Canada, Customs & Excise, Customs Tariff, Departmental 
Consolidation, 1984; International Customs Tariff Bureau, International 
Customs Journal 1983-84, United States of America, No. 21 

edition), 1983-84. 
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American protection for furniture, and will remain so after 1987. In 
that year, the wood table will have a Canadian tariff of 15.0 per cent 
and an American tariff of 2.5 per cent. Therefore, while tariff 
reductions are occurring consistently according to the GATT, the 
Canadian furniture manufacturers have, and will continue to have, a 
Significant tariff advantage over American manufacturers for both the 


domestic and export markets. 


There are few non-tariff barriers to trade between Canada and the 
United States in this industry. Consequently, this is not an area of 
major concern. Ones that should be mentioned are the powerful Buy 
America Act and the domestic procurement practices of the Canadian 
federal and provincial governments. Roth the Canadian and American 
governments are significant purchasers of furniture. The miscellaneous 
furniture category, in particular, enjoys the benefit of preferential 
government procurement policies which are accepted both in their nature 
and scope by the furniture manufacturers. There are domestic safety 
Standards which apply to electric lamps and shades. Beyond these two 


examples, however, there appear to be few NTBs to trade. 


The Canadian government is quite actively involved in this sector, 
however. The federal and provincial governments have extended 
Significant financial support for the manufacture and export of 


furniture. 


The federal government offers assistance through both the 


Enterprise Development Program (EDP) and the Regional Development 
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Incentive Program (RDIP), which are general programs for Canadian 
manufacturers. Furniture manufacturers make very good use of them. 
Through the Department of External Affairs, the Canadian government 
offers export marketing assistance with its Program for Export Market 
Development (PEMD). It also offers duty draw-back provisions which 
reduce the input cost of imported materials used in furniture destined 


for export markets. 


The government of Quebec provides considerable assistance to the 
furniture industry. It has a multi-faceted program, Innovation Meuble. 
It provides funding for industry specialists, marketing improvements, 
product innovation and equipment improvements. Also undertaken are 
analyses of the operations of specific companies. The Société de 
développement industriel (SDI) provides loans to furniture 
manufacturers. For external marketing, the Quebec government operates 


APEX, which is similar in function to the federal government's PEMD. 


The governments of Ontario, British Columbia and Alberta also offer 


export assistance programs, but without the high profile of the Quebec 


example. 


In the U.S. there appears to be very little government assistance 
to the furniture industry beyond the usual preferential purchasing 


policies. 
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Impact of Free Trade 


The impact of free trade with the United States upon the furniture 
industry would be neither uniform nor one-dimensional. The impact upon 
the household furniture sub-sector would be harsher than upon the office 
furniture sub-sector in the areas of productivity, competitiveness, 
labour market structure and, to a lesser extent, investment patterns. 
Free trade would also have a differential impact upon the regional 


distribution of firms and employment. 


Overall, the Canadian firms in the household furniture business 
would need to make some structural adjustments before they could hope to 
reap production benefits from sectoral free trade. Their marketing 
strategies would require reorientation from the smaller domestic 


consumer base to the larger and more competitive North American market. 


The office furniture sub-sector would have relatively few 
adjustments to make, since over 50 per cent of production is now 
exported and 95 per cent of exports are to the U.S. market. Increased 
Production schedules required by a larger market would not appear to be 


@ significant challenge to this sub-sector. 


The impact of free trade upon the furniture industry's 
competitiveness is difficult to assess. The Canadian industry is 
already experiencing competition in the household furniture sub-sector 


from Asian furniture producers. Efficient plants operate in Taiwan, 


- 285 - 


Singapore, Malaysia and South Korea which build and finish furniture 
components and ship them to Canada for assembly. They have successfully 
copied North American styles. Their products are very competitive and 
relatively attactive to consumers. The largest concentration of 
furniture production in the world (70 per cent of American wooden 
furniture production) is in North Carolina, Virginia and Tennessee. 
There are ten giant firms and five of them produce more than the entire 
Canadian household furnishing industry. The prospect of lowering the 
Canada-United States tariff walls to these firms intimidates Canadian 
producers, who believe they would find themselves at a competitive 


disadvantage. 


In general Canadian household furniture firms are in a particularly 
vulnerable position. As relatively fragmented, single-plant operations 
they are in a poor position either to diversify, to expand marketing 


networks or to finance higher transportation costs. 


The larger firms in this sub-sector would probably be in a better 
position to compete in a free-trade situation with the United States. 
Bauhaus in Toronto is an example of a firm which has developed on a 
multi-extablishment basis, and which now exports a very substantia] 
proportion of its production. Some other firms, with production 
oriented towards the high-income, luxury market, export the majority of 


their production. 


The office furniture sub-sector would have fewer adjustment 


problems in "meeting the competition" in a North American free trade 
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market. Since many of the firms are already oriented to this market 
despite the current levels of tariffs, and since many of the American- 
controlled firms already have significant design and development 
capabilities, the elimination of tariffs would be less of a problem. In 
general, however, the furniture industry would likely face major 


adjustments if free trade with the United States was introduced. 


It is difficult to speak of productivity or competitive adjustments 
without considering the effect that free trade would have upon 
employment and the Canadian labour market. Industry representatives 
estimate that up to 10,000 jobs could be lost as some of the smaller 
firms closed. It was considered difficult to assess the role that 
Organized labour could play in an adjustment to free trade in this 
sector. However, there are political implications of such a large 


labour displacement. 


Although some industry spokesmen believe that the overall] level of 
investment in the furniture industry might decrease with the 
introduction of free trade due to lower profitability of Canadian 
production, it is by no means certain that the nature of investment 
would alter significantly. The opportunity to compete in a much larger 
market could improve productivity and profitability for efficient 
companies. Since very little of the Canadian household furniture 
industry is foreign-owned, there would be virtually no possibility of 
relative foreign disinvestment as a consequence of free trade. 
Similarly, there is almost no investment by Canadians in the 


United States given the local market orientation of Canadian firms. In 
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the office furniture sub-sector levels of American ownership are higher, 
yet since it would be relatively more competitive under a free trade 
arrangement than the household sub-sector, major foreign investment or 
divestment is not anticipated by DRIE representatives. However, some 
Subsidiaries that produce office furniture for the Canadian market might 
close. As such, foreign investment adjustments that would result from 
free trade are not as important as the productivity, competitiveness or 


labour adjustment problems. 


Finally, it is important to assess the varying impact sectoral free 
trade would have upon Canada's regions or provinces. Between 85 to 
90 per cent of production is currently located in Ontario and Quebec. 
It is anticipated by DRIE that Ontario producers might adjust better 
than their Quebec counterparts as they have tended to be generally 
better-financed, better managed, more export-oriented and more conscious 
of cost structures. They also tend to have larger furniture operations 


than the Quebec manufacturers. 


The western household furniture industry, which makes up most of 
the remainder of production, is located largely in Manitoba and 
Alberta. Although as relatively new operations western firms may be 
better able to adjust, their potential competitiveness in an open 
North American market is uncertain. Some have limited distribution 
markets while others are now exporting quite successfully. The Western 
producers, aS a group, do not seem to be strongly opposed to free trade 


in principle and are more concerned with issues of social and economic 
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policy concurrence with the United States if such an arrangement 


emerges. 


Conclusion 


There are two general considerations when examining the 
consequences of Canada-United States sectoral free trade in furniture. 
First, the sector is fairly unified in its disapproval of free trade 
with the household furniture industry as an especially outspoken 
opponent. It sees a move toward sectoral free trade as a "non-starter" 
because there are no anticipated advantages to be secured for itself. 
If general Canada-United States free trade was introduced, it maintains 
that its interests would be overlooked or sacrificed because it is such 


a small economic actor. 


The second consideration is the political viability of sectoral 
free trade for the furniture industry. Again, the major problem lies 
with the household furniture industry, where both the management 
Practices and technological applications are slow to change. The high 
labour intensity means that when the industry is doing well, it is a 
good employer. If free trade is introduced, the industry feels that it 
will not be able to compete effectively. Subsequently, it is 
maintained, many jobs could be lost - many of them in one-industry towns 


- a situation which could have serious political repercussions. 
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Therefore, the furniture sector, and especially the household 
furniture industry, does not favour sectoral free trade; in fact, it 
sees itself as being a bit of an economic loser if such a strategy is 


pursued. 
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Appendix 


Furniture 


Sector Definition by Canadian International Trade 


Classification Commodity Codes* 


Import 
Sub-Sector Commodity Code 
Household Furniture 74012-74029, 

74072-74099 
Miscellaneous Furniture 74032-74071 
Office Furniture 74029 
Electric Lamps and Shades 68119, 68193, 

68143 ,68191 


Export 


Commodity Code 


74009-74019 


74039, 74099 
74023, 74029 


681 


* “Data extracted from Statistics Canada, Imports (and Exports) 
Merchandise Trade, 1978 and 1983, Catalogue 65-203 and 65-202. 
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MISCELLANEOUS CONSUMER PRODUCTS 


Description 


In addition to the sectors described in the preceding sections, a 
considerable amount of Canadian trade takes place in a variety of 
“miscellaneous sub-sectors", some of which are very large. This trade 
is accounted for statistically in Tables 3 through 8 at the end of this 
chapter describing “other end products", “consumer products", and 
"sundry crude materials and fabricated materials" respectively. Some of 
the more prominent and trade-relevant industries within these general 


categories are analyzed below. 


Hardware and Housewares 


The Canadian hardware and housewares industry is in most respects a 
very typical Canadian manufacturing industry. It is also a fairly 
significant one, accounting for employment of approximately 39,500 
workers, generally unionized, and having a market size estimated at 
$2,588,750,000.* It is a very diverse industry, including manufacturers 
of basically all products found on the shelves of a hardware store (not 
to mention department store, catalogue store, and automotive hardware 
store). Thus it covers producers of tools, hardware, housewares, lawn, 
garden and leisure equipment. It is represented by the Canadian 
id Canadian Hardware and Housewares Manufacturers Association Brief to 


the Commission. 
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Hardware and Housewares Manufacturers Association (CHHMA), whose 270 
members include many enterprises which belong to other trade 
associations as well. In terms of our Statistics Canada sector 
breakdowns, it includes a number of different sub-categories, such as: 
bolts, nuts, screws and basic hardware from the metals and minerals 
sector; tools, home and garden equipment from “other end products"; some 
of the plumbing supplies from “other end products"; and some of the 


cleaning equipment from the “consumer products" sector. 


Firm sizes vary widely, and range from large branches of 
foreign-owned multinationals (mainly American, but also some British) to 
small, usually Canadian-owned firms. Overall, there is substantial 
foreign ownership, particularly in the hardware sub-sector, where CHHMA 
estimates that more than half of the firms operating in Canada are 
American-owned. The CHHMA states in its brief to the Commission that 
the degree of foreign ownership can be a problem in promoting export 
trade, since some foreign-owned subsidiaries are inhibited from 
exporting by a lack of managerial or marketing strength, a prohibition 
from competing against the parent company or a subsidiary from the same 
corporate family, or an inability to compete against foreign firms which 
Operate under more favourable tax regimes. There is an increasing trend 
towards product mandating and intracorporate trade which the CHHMA 
favours, particularly among the larger multinationals (for example, 
Black & Decker), however, the practice is not very widespread. In 
general, due to the high degree of American ownership in the industry, 
it does not see its main competition as coming from American firms, but 


rather from offshore competitors, particularly in Asian NIC's where 
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there is less regulation and lower labour costs. Like most secondary 


manufacturing industries, it is centred in Ontario and Quebec. 


A quick glance at the sub-sectors cited above (see Tables 2 & 5) 
reveals that the Canadian industry as a whole runs a substantial trade 
deficit with the U.S. In the handtools and garden equipment sub-sector, 
for example, Canada's deficit in 1983 was $254 million. Similarly, the 
industry is quite highly protected: in the same sub-sector, average 


tariffs in 1983 were 12.6 per cent (see Table 4). 


Table 1 compares the level of Canadian and U.S tariffs on some 
typical hardware and housewares items. It clearly demonstrates not only 
that Canadian tariffs are high - from 11.4 per cent to 17.5 per cent for 
this sample - but also that they are from 6 per cent to 14 per cent 
higher than U.S. tariffs. Thus, the hardware and housewares industry 
constitutes a classic example of secondary manufacturing in Canada, 
having grown up because of, and protected by a high tariff wall, with 
all the concomitant ramifications: a high degree of foreign ownership 
for one, and the need to become more internationally competitive 


(stressed in the CHHMA brief) for another. 


There are no major non-tariff barriers in North America. Product 
Standards can be viewed as NTB's, but Canadian standards are compatible 
with those in the U.S. In terms of other government trade-related 
activities, the CHHMA has been making a concerted effort to promote 
increased export activity among its membership for the past several 


years, and has therefore encouraged the utilization of federal PEMN 
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Table 1 


Selected Products in the 
Hardware and Housewares Sub-Sector, 


Canadian and United States Tariffs, 1984 


~ Canadian 
Tariff 


American 
Tariff 


Hammer 


14.6% 8.0% ad. val. 


(heads not over 3.25 Ibs.) 


Screwdriver 14.56% S.0%tads vale 


Electric drill ed y4 3.471 adeavale. 


Nuts & bolts 14.8% 0.7% ad. val. 
(iron or steel) 


Power lawn mowers 12 29% 6.3% ad. val. 


Shovels & spades 11.4% 4.7% ad. val. 


Rakes 11.42 4.7% ad. vai. 


Brooms Le hos ta EN ay GEE 
Aluminum kitchen or 12.9% 


6.1 2e(costs 
household hollow-ware 


6.3% (other) 


Plastic housewares 157, SV03*per ibe 


Revenue Canada, Customs and Excise, Customs Tariff, Departmental Consolidation, 
1984; International Customs Tariff Bureau, International Customs Journal, 
United States of America, No. 21 (16th editton), IU83-84. 
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(Program for Export Market Development) grants. Although the industry 
has increased its exports in recent years, it does not feel it is 
exporting as much as it should, and suggests in its brief that the use 
of tax incentives might be more effective than grants and loans in 


encouraging more exporting by Canadian firms. 


It is difficult to generalize regarding the impact of free trade on 
this industry, given its diversity. However the industry seems fairly 
receptive to the trend towards freer trade. As suggested above, the 
impact of free trade would be mixed. The larger firms, and particularly 
the foreign-owned firms, could adjust and benefit readily, moving to 
continental product mandating to take advantage of market access and 
economies of scale. There are already examples of MNE's in the industry 
rationalizing their operations in this manner, with Black & Decker heing 
the most prominent. On the other hand, many of the smaller firms would 
face great difficulties in adjusting to competition from American firms 
which have typically produced on a massive scale for a much larger 
market. Lawn and garden tool manufacturers were flagged especially as 
likely to face serious problems in adjusting, however, producers of many 
different products would find the adjustment difficult. ‘In the end, a 
spokesman for the CHHMA hypothesized that a limited "“wipe-out" of firms 
would occur in some segments of the industry, with the gaps being filled 


subsequently by various entrepreneurs. 


There would be substantial labour adjustment problems. 
Illustrating the types of problems is the current controversy 


surrounding Black & Decker's decision to close its Barrie plant and 
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shift the profitable lines to Brockville, with the resulting loss of 
several hundred jobs. The fact that the implementation of this decision 
has been postponed is indicative of the type of controversies which 
could arise. B & D is attempting to sel] its Barrie operation to 
another firm whose interests are more compatible with current 
productions. Its success (or lack thereof) in doing so will be 
instructive. Regional adjustment problems would be limited because of 


the industry's present focus in central Canada. 


Thus, the hardware/housewares industry would face challenging 
adjustment problems. Some disinvestment is possible, even probable; 
product mandating would lead to labour adjustment difficulties and, 
initially at least, some unemployment; and a number of firms would 
almost certainly go out of business. Where the chances for survival 
would be worst as, for example, among lawn and garden tool 


manufacturers, some stern opposition to free trade would be likely. 


However, the industry is keenly aware of the need for greater 
international competitiveness, and is favourably disposed to 
deregulation generally. Many in the industry see the establishment of 
Canada-U.S. free trade as desirable and inevitable. In its brief, the 
CHHMA calls for the government to set out a clear program of intentions, 
so that a full discussion of all problems can be conducted and so that 
the necessary remedial steps to facilitate adjustment can be decided 


upon. 


=e. = 


Publishing 


The Canadian publishing industry has a high value of bilateral 
trade with the United States totalling $1.2 billion in exports and 
imports in 1983, according to DRIE sources. The same year, it ran a 
$659 million trade deficit with the U.S. In Tables 3-4 at the end of 
this chapter, it is accounted for largely in the literature sub-sector 
of consumer products. The industry receives substantial government 
Protection, primarily through non-tariff barriers and financial support 
programs. It would probably suffer badly under free trade with the 
U.S. However, because it is considered by the federal government to be 
an essential cultural industry, it is unlikely to be included in a free 


trade agreement. 


The publishing industry is divided into three genres - newspapers, 
periodicals and books. It is useful in discussing trade to make a 
distinction between newspapers on the one hand, and periodicals and 
books on the other. There is limited foreign trade in newspapers, which 
are produced primarily for local markets (there are some exports to 
Canadians living in the U.S.), whereas both books and periodicals are 
traded in significant quantities across the Canadian-American border. 

In terms of ownership, over 95 per cent of newspapers and periodicals 
are Canadian-owned, whereas 45 per cent of all Canadian book shipments 
are accounted for by foreign-owned firms (mainly American, but some 
British and French). Overall, there are approximately 1200 companies 
and 1400 establishments in the publishing industry. For the purposes of 


this study, the industry is defined as establishments primarily engaged 
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in publishing activities. The definition of the publishing industry can 
be expanded to include an additional two to three thousand firms engaged 
in publishing as a secondary activity. The vast majority of firms in 
the publishing industry are small. DRIE estimates that roughly &N9 per 
cent of all firms have under 50 employees, approximately 15 per cent 
have between 50 and 500 and less than 5 per cent have over 5099. Several 
of the largest are easily identified - for example, Maclean Hunter, 


Southam, and Thomson. 


There is considerable intracorporate trade in the book publishing 
sub-sector with foreign-owned firms bringing approximately 60 per cent 
of their titles in from their parents. Canadian-owned firms also import 
approximately 40 per cent of their titles. In this connection, it must 
be remembered that 70 per cent of Canadian book sales are foreign 
titles. American multinationals dominate the market, not only in Canada 
but in Europe as well, due to the length of their production runs, their 
ability to attract the best known authors, superior marketing 
capabilities and, as a consequence of all these factors, the capacity to 
determine selling prices. They are less dominant in the production of 
periodicals which are more inclined to be aimed at local and national 
markets. However even here, American periodicals have the capacity to 
dominate certain segments of the Canadian market, and would if it was 


not for government regulations. 


Overall, the publishing industry employs some 46,000 people in 
Canada. However, approximately 35,000 of these are employed by 


newspapers, and are thus relatively insulated from trade issues. Only 
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3,500 are employed by the most vulnerable branch of the industry - 
books. This disparity in employment is accounted for in large part by 
the fact that newspapers--and particularly dailies--do most of their own 
printing, while book publishers sub-contract most of this work. Partly 
for this reason, newspaper employment is highly unionized, while book 
and periodical employment is not. In terms of regional distribution, 
DRIE sources estimate that 85-90 per cent of book publishing activity 
takes place in Toronto and Montreal, while newspaper publishing is by 
its nature distributed across Canada. The regional distribution of 


periodical publishing falls somewhere between these two poles. 


Trade in published materials is essentially tariff free throughout 
much of the world, including between Canada and the U.S.* Therefore, 
free trade in terms of the elimination of tariffs is of limited concern 
to the industry. However, mainly in response to the overwhelming 
strength of the American industry, the Canadian publishing industry is 
protected and supported by substantial government NTB's and support 
programs. The predominance of Canadian ownership in newspapers and 


periodicals is due mainly to government regulations and support 


ce However, Canada prohibits the importation of (1) periodicals in 
which more than 5 per cent of the advertising space consists of 
advertisements that indicate specific sources of availability in 
Canada and (2) split runs or regional editions of a periodical 
that contain any advertising that is primarily directed to a market 
in Canada and that does not appear in the other editions of that 


periodical (re tariff item 99221-1). 
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measures. In periodicals, Canada discourages Canadian advertisers from 
using foreign periodicals to reach Canadian consumers by means of tariff 
item 99221-1 as well as by making advertising costs deductible in 
domestic periodicals but not in U.S. ones. "Canadian" periodicals must 
be controlled by Canadian interests, and published and printed in this 
country for income tax purposes. Another non-tariff barrier to foreign 
Periodicals is the mailing rate, which has three categories: a 
preferential rate for Canadian periodicals, a second rate for foreign 
periodicals printed in Canada, and a most expensive rate for foreign 
periodicals printed outside Canada*. It was the income tax restrictions 
which prompted Reader's Digest to Canadianize its operations in Canada, 
Time to drop its Canadian edition, and Maclean's to change from a 


monthly general interest magazine to a weekly news magazine. 


In the book publishing sub-sector, the government, through the 
Department of Communications, has set up the "Canadian Rook Publishing 
Development Programme" - an extensive financial assistance program which 
assists Canadian publishers to defray non-recurring pre-publication 


costs, to help improve the professional skills of their employees, to 


expand markets in Canada and abroad, etc. This industrial /trade 
development program is supplemented by financial assistance from the 
Canada Council to support the publishing of books of cultural value. In 
both Canada and the U.S., educational institutions give preference to 
domestic publishers in the purchase of educational materials. 
Preferential procurement appears to be the only widespread U.S. NTB. 

; The government announced in 1983 its intention to phase out the 


preferential postal rate system. 
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If a free trade agreement was established whereby NTB's were 
eliminated, it would have a severe adverse impact on the Canadian 
publishing industry. Hardest hit would be book publishing, which would 
very nearly be wiped out; periodicals, too, would be adversely affected, 
though not as severely. Canadian book publishers could simply not 
compete with the economies of scale of American firms, whose profits on 
"best-sellers" allow them to subsidize sales in less profitable subject 
areas and markets. Periodicals would do better because they are 
frequently nationally or regionally oriented, and because Canada has 
several large firms in this sub-sector. Newspapers would be basically 


unaffected. 


The consequence of these considerations is that the survival of the 
Canadian book publishing industry and the continued good health of the 
Periodicals industry probably depends on their continued designation hy 
government as key cultural activities. As such, they can expect 
continued government non-tariff support and protection - without this 


protection, their future would be dim. 


Sporting and Recreational Equipment 


The Canadian sporting and recreational equipment industry (our 
designation), or sporting goods industry, is distinctive largely because 
its products, and frequently companies, are differentiated by season. 
There are three major divisions in the industry: winter goods, 
including skating, hockey and skiing equipment, and goods like 


Snowshoes; summer goods, including golf, fishing, baseball, football, 
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swimming, hunting, and camping equipment, plus bicycles and swimming 
pools; and “all season" goods, like gymnastics equipment, fitness 
Products, and playground equipment. In addition to these and comparable 
equipment items, the Canadian Sporting Goods Association also includes 


some outerwear and sports footwear firms in its industry membership. 


In 1983, according to the latest estimates, the sporting goods 
industry included 190 firms, employing 6600 mainly non-union workers. 
Of the total number of firms, 66 per cent had less than 20 employees, 
and accounted for only 11 per cent of shipments. At the other end of 
the scale, seven major firms - only two of which had over 500 employees 


- accounted for at least 45 per cent of industry employment. 


Overall, the Canadian sporting goods industry had shipments of $463 
million in 1983, and a trade deficit of $216 million. In trade with the 
United States, its deficit was $84 million (see Table 5). According to 
DRIE figures, exports traditionally constitute approximately 20 per cent 


of shipments, and 75 per cent of exports go to the United States. 


The industry is predominantly Canadian-owned. Over’9N per cent of 
all firms are owned by Canadians, and these firms account for 75-80 per 
cent of employment. However, foreign influence is strong among the 
largest seven firms. Of these, two are foreign-owned, one has definite 
financial and technical backing from outside Canada, and another can 
draw on foreign backing readily. Interestingly, the industry's 
seasonality and diversity mean that American firms are not the sole 


dominant external influence that they are in certain other sectors. 
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While American firms are the most prominent non-Canadian enterprises in 
the summer goods area, European firms are more influential in winter 
sports, while European and Far Eastern firms provide the biggest 


competition in bicycles. 


Table 2 gives a sampling of Canadian and U.S. tariff rates on 
comparable sporting good items. It demonstrates that Canadian tariff 
rates on finished sporting goods are substantial from a low of 12.9 per 
cent on fishing rods to a high of 23.4 per cent on skates in this 
sampling. They are considerably higher than comparable U.S. tariffs. 
However the table also shows that many sporting good parts come into 
Canada duty-free: both golf club parts and bicycle parts are 
tariff-free. The tariff on the only comparable U.S. parts item, 
bicycles parts, was 10.5 per cent. The strategic implication of this 
tariff sampling is that Canada seeks to encourage the manufacture of 
finished products, but does not have the industrial base, market size, 
and scale economies to allow for a full range of backward linkages, and 
therefore relies to a much greater extent on the importation of 
foreign-made parts. Not surprisingly, a large proportion of Canadian 
imports are parts: of the $298 million in total imports (not just U.S. 
imports) in 1983, $70.5 million were imports of bicycle parts and 


accessories. 


Non-tariff barriers are not an important factor in Canada-U.S. 
trade. The most significant NTB's are products safety standards on 
protective equipment. However, Canadian and U.S. standards do not 


differ considerably, so that these standards are most problematic in 
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Table 2 
Selected Products in the 


Sports and Recreation Equipment Sub-Sector: 
Canadian and United States Tariffs, 1984 


Canadian Tariff American Tata 


Hockey equip. and parts |of leather: 14.4% Lethe 
of nylon & 
plaSticseasi5% 
Skates, with boot 23.4% 7.4% 
Skis 14.6% 5.2% - X-country 
6.2% - other 
Golf clubs 14.6% 5. 9% 


Shafts and grips for 
use in manufacture free 
of golf clubs 


Baseball] bats 14.6% 4.7% 
Sport fishing rods 12.9% 10.9% 
Bicycles gens 11-15% (depending 


on size and value) 


Bicycle parts free 10.5% (most parts, 
except frames) 


Revenue Canada, Customs and Excise, Customs Tariff, Departmental — 
Consolidation, 1984; International Customs Tariff Bureau, International 
Customs Journal, United States of America, No. 21, (16th edition), 
(963-04. aa 


® 
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trade with European nations. Another potential NTB stems from the fact 
that skates are classified (logically) as footwear, so that importers 
must receive a licence due to government protective measures on hehalf 
of the footwear industry. Licences have thus far been easy to obtain. 
Both the Canadian and the U.S. governments provide some financial and 
technical support to their respective sporting goods industries. In 
Canada, PEMD and other standard export financing programs are 
available. In addition DRIE and External Affairs have collaborated on 
some promotional projects and a few small-scale export seminars have 
been organized. In the U.S., the government recently provided the 


Sporting Goods Manufacturers Association with $75,000 to organize export 


seminars, and with another $100,000 to undertake market studies in 


Selected export markets, including Canada. 


As is the case with most industries, free trade would have a mixed 
impact on the sporting goods industry. The Department of Regional 
Industrial Expansion has developed some fairly specific ideas on this 
theme. Certain major sub-sectors would be highly competitive and could 
be expected to benefit from assured access to the !J.S. market. Most 
important among these would be producers of hockey equipment and skates 
which have developed considerable expertise and efficiency. These 
products constitute Canada's largest single sporting goods export to the 
U.S., and free trade would enhance export sales. Second, and somewhat 
surprisingly, Canadian swimming pool manufacturers would benefit from 
free trade. This is primarily because most !!.S. producers are located 
in California, so that central Canadian producers can supply major 


northeastern U.S. markets quicker and with much lower transportation 
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expenses. Even with tariffs, Canadian producers export about 30 per 
cent of their pool production - a total which would increase under free 
trade. Well behind these two sub-sectors, certain gym and exercise 
equipment companies which have developed competitive products would do 
well under a free trade regime. Together, these three sub-sectors 
already account for 45 per cent of Canadian industry shipments, and 85 


per cent of exports. 


On the other side of the coin, most "summer sports" would be 
adversely affected - notably golf equipment, fishing tackle, and 
baseball equipment. Manufacture of these and other summer products in 
Canada largely consists of the assembly of parts made elsewhere, and 
with most of these products strongly influenced by and under the shadow 
of U.S. manufacturers, producers of these products would fare badly in 
North American competition. A DRIE source suggested that the strongest 
objections to free trade would likely come from manufacturers of golf 
and fishing equipment. In bicycles, which accounted for 20 per cent of 
total industry shipments in 1983, the major competition comes (as 
previously stated) from the Far East. However, in the longer term, free 
trade could hurt future foreign investment in Canada. Whereas at 
Present a foreign producer will manufacture under licence in both Canada 
and the U.S., under free trade it would be inclined to serve the entire 
North American market from the larger (U.S.) base. Thus, while on the 
whole disinvestment is not a serious concern in this industry due to the 
high percentage of Canadian ownership, free trade might have a negative 


impact on future investment. 
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Clearly, free trade would necessitate substantial labour 
adjustment, particularly in summer goods where some employment would he 
lost. This might be more than compensated for by employment growth in 
other sub-sectors, although not without costs of labour dislocation. 
Regional adjustment would be of limited importance, since 77 per cent of 
establishments, 93 per cent of employment, and 95 per cent of shipments 


are already based in Ontario and Quebec. 


Overall, then, Canada's sporting goods industry would find free 
trade to be a mixed blessing. The strong would get stronger, and the 
weak would get weaker or disappear. In the end, it is important to 
decide how much value should be placed on having a diversified sporting 
goods industry and, more generally, a diversified manufacturing industry 


in Canada. 


Garden Products 


The “sundry crude materials and fabricated materials" category 
contains a number of sub-categories with surprisingly large volumes of 
Canada-U.S. trade. Total Canadian trade in this category in 1983 was 
approximately $1,491 billion, and Canada had a trade deficit with the 
United States of over $560 million. However, generally speaking, trade 
in these products is relatively unhindered by tariff barriers. In 1983, 


only 31.3 per cent of imports in this category were subject to duty. 


The largest sub-sector in this catch-all category is the "garden 


products" group, with total Canada-U.S. trade in 1983 of approximately 
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$385 million (see Table 7). This category consists of seeds, saplings, 
bulbs, nursery stock, nuts, and soya beans. Like the “sundry crude 
materials ..." category in general, trade in this sub-category is 
relatively unhindered by tariff barriers: only 7.0 per cent of imports 
in 1983 were subject to duty. However, discussions with several 
industry representatives in this diverse category revealed that there 
are some non-tariff trade barriers and costly regulations which 
aggravate trade relations between the two countries, and which are 
representative of the many ways in which trade is presently disrupted, 


if only to a minor extent. 


The Canadian Seed Trade Association (CSTA) expressed concern over 
the effects of a couple of trade-relevant regulations--one in each 
country--in spite of the fact that most seed trade is tariff-free. Both 
Canada and the United States used to require that foreign-produced seeds 
be stained to indicate their country of origin. In the early 1970's, 
following an agreement to drop this requirement, Canada did so but, the 
U.S. continued to require staining. In 1983, the U.S. Customs Service 
introduced the requirement that all foreign seed shipments he 
accompanied by documentation of their country of origin, making the 
requirement for staining--which dated back to the USDA Federal Seeds Act 
of 1939--completely redundant. However, this costly requirement 
continues because there has thus far not been the necessary consensus 
among various U.S. state interests required to amend the legislation. 
The CSTA feels the staining requirement will likely be removed because 


of the pro-free trade orientation of the American Seed Trade 
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Association. However, Canadian seed producers have been waiting over 


ten years for this step to be taken. 


U.S. seed exporters are concerned with current Canadian policy that 
requires that foreign seeds must be certified in a Canadian laboratory 
before going on sale in this country. If the seeds in question do not 
pass the test, the entire shipment must be returned to the U.S. at 
considerable expense. The CSTA is trying to address this grievance by 
working to get a number of American labs accredited for certification of 


seeds for the Canadian market--a logical step given the high volume of 


Canada-U.S. trade in seeds. 


The Canadian Ornamental Plant Foundation (COPF) noted that foreign 
firms were inhibited from exporting to Canada because arathe fact that 
there are no plant breeders' rights laws in this country. This means 
that Canadians can pirate the nursery breeding stock of foreign breeders 
with impunity--an effective way of discouraging exports to Canada. 
Canadian exporters, for their part, maintain a good trade with the U.S. 
Plant Breeders' Rights legislation was introduced in Parliament some 


years ago, and may yet be resurrected. 


Thus, in spite of the small percentage of dutiable trade in garden 
Products between Canada and the U.S., the industries in this category 
could benefit from agreements involving the removal of non-tariff 
barriers to trade. Where tariffs are applied in Canada as, for example, 
with orchids, rose bushes, and seeds in packages under one pound, the 


Canadian Horticultural Society asserts that tariffs are necessary to 
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protect Canadian nursery breeders particularly from U.S. mass-produced 
container products. It may be that garden products, along with 

agriculture, would require special treatment in a potential free trade 
negotiation. However, it is clear that real benefits could accrue to 


Canadian and American producers from some trade liberalization. 
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Appendix 1 


Miscellaneous Consumer Products 


Sector Definition by Canadian International Trade 


Classification Commodity Codes* 


Import 
Sub-Sector Commodity Code 
Tableware and 75865, 75899, 81049, 
Clocks 82021-82089, 85024-85059, 
81049 

Cleaning Supplies 761, 80063-80069 
Sewing Equipment 862,944 
Cooking Equipment 

(non-electric) 662,85007-85019 
Misc. Household 

Equipment 866, 867 
Jewellery and 82004-82018, 
Watches 81017-81033 
Luggage 864 
Toiletries 75817, 75820, 75866, 


80019-80061, 865 


Recreation and 61108-61120, 75822, 


Sport Equipment 75823, 832 
Games and Toys 837 
Literature 891-894 
Musical Instruments 921 


Works of Art and 
Collectibles 946 


Firearms and 
Ammunition 93001-93039 


Export 
Commodity Code 


75899, 81049, 
82029, 82089, 
85N59-85069 
761, 80069, 80099 


86089, 86090, 944 
662, 85049 
86099 


81017,81029, 
82019 


86049 


75820, 80059 


832 


837 
891-894 


921 
946 


93015, 93019 


¥—Data extracted from Statistics Canada, Imports (and Exports ) 
Merchandise Trade, 1978 and 1983, Catalogue 65-203 and 65-202. 
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Appendix 2 


Other End Products 


Sector Definition by Canadian International Trade 


Classification Commodity Codes* 


Sub-Sector 


Rail Engines, Cars 
and Accessories 


Trailers 


Wagons and Vehicles, 
n.e.S. 


Hand Tools and Garden 
Equipment 


Printed Matter, Office 
and Artist Supplies, 
Stationery 


Cameras and Film 


Plumbing Supplies 
Military Weapons 


Prefabricated Buildings 
and Structures 


Containers and Closures 


Miscellaneous End 
Products 


Special Transactions 


Import 


Commodity Code 


5/:159/519-57559, 


576 
584 


61189,61199 


751-755, 763 


895-905 


911-91945, 
91948-91999 


671,672 
93099 


941 


950 


949,961 
970-995 


Exporu 


Commodity Code 


570 


584 


611 


751-755, 763 


895-905 


911-919 
671,672 
93099 


94] 


950 


949-961 
970 


* Data extracted from Statistics Canada, Imports (and Exports) 
Merchandise Trade, 1978 and 1983, Catalogue 65-203 and 65-202. 
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Appendix 3 


Sundry Crude Materials and Fabricated Materials, n.e.S. 
Sector Definition by Canadian International Trade 


Classification Commodity Codes* 


Import 
Sub -Sector Commodity Code 
Other Live Animals 
(Besides Livestock) 004,007,009 
Crude Animal Products, 
W.e.S\. 201-209 
Garden Products 211-213 
Crude Vegetable Products, 
n.e@.S. 214-219 
Natural Animal and 
Vegetable Fibres 242-245, 29119 
Rubber Fabricted Materials, 
n.e@.S. 29185, 321-325 
Animal and Vegetable Oils, 
Fats, Waxes and Other 
Extracts 391, 393-399 
Other Fabricated 
Materials, n.e.S. 306, 493-494, 496 


Export 
Commodity Code 


004,007,009 


201-209, 29165 
211-213 


214-219 


242-245, 29119 


29185, 321-325 


391, 393-398 


306, 493-494, 496 


¥—Data extracted from Statistics Canada, Imports (and Exports ) 
Merchandise Trade, 1978 and 1983, Catalogue 65-203 and 65-2N2. 


r sere 


jeer tnd ha a ey: 

pends doesnot ite tp eh ee 
| Sones, egos ets meee 
faiold Si Herm) a2? Seo) Trees. 


iw 
“ne wee, - 7 
et) hi we) - : 
" elantwA syhb Senge 
0, 10 Mh ( (setenv. gepresay sy 
i) a s ir 
. ?touveord  lamind at id 
ee {8 2.90, 
EIeLlS ‘ : ¢ravhond Ao teee 
‘wee? #ldesoosty sieaye 
0b, defy 
bre lamb Pegg) 
nie aon sendt? aldas oN 


~(eimesan heyday “add 
‘4 . An Raitic’ . 


->:(apeltt alestege’ ban Temiam 
ySl0 Dre Zone’. 


(1g om 27907 0 

no ieotadad ene, 

Of mOb.7ea A0Cogs 2, 0,0 ,4 Teta all 
a 


é 


eed i .baNG. 250-720 3eh2 ae i) betsa tine 2 § 


bivd COC a peep Ri el suet ne Be 


: ; 44 t4 ige 
22, Cotgl gat Weeds 


Also from the Centre for Foreign Policy Studies: | 
Sharon Hobson, THE COMPOSITION OF CANADA'S NAVAL FLEET 1946-85 (1986). 


Charles F. Doran and Joel J. Sokolsky, CANADA AND CONGRESS: LOBBYING IN WASHINGTON 
(1985). 


CANADA AND THE UNITED KINGDOM: THE DALHOUSIE COLLOQUIUM, Connon. Proceedings 
(1985). 


Karen Patrick, INTERNATIONAL TECHNOLOGICAL NEGOTIATIONS AND OUTER SPACE (1984). 


Ken Booth, THE INDIAN OCEAN: PERSPECTIVES ON A STRATEGIC ARENA: A Conference Report 
(1984). 


Timothy M. Shaw, AFRICA'S INTERNATIONAL AFFAIRS: AN ANALYSIS AND BIBLIOGRAPHY a 983). 
Gilbert R. Winham, THE AUTOMOBILE TRADE CRISIS OF 1980 (1981). 


Timothy M. Shaw, TOWARDS AN INTERNATIONAL POLITICAL ECONOMY FOR THE 1980s: FROM 
DEPENDENCE TO (INTER)DEPENDENCE (1980). 


Don Munton, ed., MEASURING INTERNATIONAL BEHAVIOUR; PUBLIC SOURCES, EVENTS, AND 
VALIDITY (1979). 


Glyn Berry and Gilbert R. Winham, CANADA-THIRD WORLD SIMULATION (1977). 
Lawrence V. Gould, Jr.,. CANADA-EUROPE SIMULATION (1980). 


Centre for Foreign Policy Studies, Dalhousie University, 
Halifax, Nova peeth hyiity B3H 4H6 


